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PREFACE 

The National Education Association's Committee on Salaries, Tenure, 
and Pensions, appointed in 1911, has published, independently or in 
cooperation with the United States Bureau of Education, reports on 
" Teachers* Salaries and Cost of Living" (Jantiary, 1 91 8), " The Tangible 
Rewards of Teaching" (Bulletin 16, U. S. Bureau of Education, 1914), 
"Salaries of Teachers and School 0£ficers" (Bulletin 81, U. S. Bureau 
of Education, 191fi), and "State Pension Systems for Public School 
Teachers" (Bulletin 14, U.S. Bureau of Education, 1916). 

The Committee has also enlisted the cooperation of the Cam^e 
Foundation for the Advancement of Teaching which, in addition to its 
granting of pensions to university and college professors, has conducted, 
for a dozoi years, comprehensive studies of pensions for teachers, 
wherever such systems exist The Pre^dent of the Foundation, Dr. 
Henry S. Pritchett, placed at the disposal of the Committee all of this 
material, together with the services of the Secretary of the Foundation, 
Dr. Clyde Furst, and his colleague, Dr. I. L. KandeL 

These gentiemen have met in extensive conference with the Com- 
nuttee and invited representatives from each state at the meetings of 
the Naticmal Education Association and its Department of Superin- 
tendence, at Detioit and New York in 1916, and Atlantic City and 
Pittsburgh in 1918. The reports which they prepared for these meet- 
ings, the meeting at Elansas City in 1917, and the meeting of the Na- 
tional Council of Education at New York in 1916, have been printed 
in the Tenth, Eleventh, and Twelfth Annual Reports of the Cam^e 
Foundation, which have hem sent, without charge, to all teachers who 
requested them. Addresses on pensions, delivered by Commissioner 
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CUxton, Dr. Furst, and the chairman of the Committee, before the 
Association as a whole, at New York in 1916, are printed in the Pro- 
ceedings of that meeting. 

AH of the material thus provided by the Foundation is brought 
together, completed, condensed, and rearranged in the present Bulletin, 
which the Foundation will send, without charge, to any teacher or school 
officer who requests it. The Committee desires to record its appreci- 
ation of the sympathetic and complete cooperation of the Cam^e 
Foundation, which has thus rendered a service to every teacher in the 
country. 

There are many reasons for teachers pensions. Kconomically.the wotk 
of an organization is not effective unless there is a satis&ctory method 
of retiring aged or infirm workers, with the consequent freedom from 
anxiety concerning such risks on the part of the workers. Only a sat- 
isfactory pension system can prevent either the dismissal of aged or 
infirm teachers without resources, or the sacrifice of the best interests of 
the schools in order to continue the employment of teachers who are no 
longer capable. Socially, men and women of character and intelligence 
are willing to undertake difficult public service that is poorly paid; but 
it is too much to expect them also to sacrifice the prospect of security 
and dignity In old age and disability. Educationally, there is great need 
to attract and retain and advance able people in teaching as a prama- 
nent career. A good pension system helps to do this. 

These facts were first apprehended in the United States a quarter 
of a century ago. Eight systems of pensions for teachers were founded 
before 1900, twenty-three in the next decade, and thirty-six since the 
be^nning of 1910. There are now sixty-seven different systems in thirty- 
four states. The experience of this brief period has been fruitful, so that 
we are already able to correct errors and proceed with more confidence. 
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The time should soon come when every state will have made such pio- 
vi^on for its teaches. 

The organization of the teachers pension systems now in existence is 
generally satisfactoiy, there being ordinarily a small special board upon 
which the teachers and the public are about equally represented. More 
attention, however, is demanded by the need of having the actual 
administration under expert direction with the supervision of the state's 
banking and insurance commissioners. 

The greatest difficulty that has been encountered has been the pro- 
vision of adequate ^mds. The cost of a. pennon system for teachers may 
be borne by the teacher alone, by the pubhc alone, or by the teacher and 
the public ti^ether. If the cost is borne by the teacher alone, he cannot 
afford, out of a small salary, to set aside enough money to purchase 
adequate protection, and the public &ils to fulfil its obligation. If the 
cost is borne by the pubhc alone, the pensions are really considered as 
part of the teacher's compensation, and the majority who withdraw or 
die before retirement receive no return for their reduced pay. On the 
other band, when the cost is borne by the teachers and the public to- 
gether, the teacher receives appropriate compensation and contractual 
security and the teacher and the public cooperate in an economic, sodal, 
and educational obligation. This principle of coSperation between the 
teacher and the public is recognized by most of the pension systems 
that are now in operation. 

The appUcation of the prindple of coop»ation, however, is not so 
satisfactory. Only a few dozen S3'stems relate the amount of the contri- 
bution to the prospective cost of the pensions. Frequentiy pubhc money 
is expected from sources like excise, inheritance, license, or transfer 
receipts; or deductions, fines, or forfeitures from teachers salaries for 
absence or illness ; or from tuitions of non-resident students, which can- 
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not be accurately estimated in advance and so cannot furnish a reliable 
basis for pension payments. Equally unsatisfactory is the expectation 
of paying pensions, when they foil due, from current school or other 
fijnds, without any assurance that these funds will be adequate; or from 
special or general appropriations, without any certunty that such appro- 
priations will be made by future and perhaps unsympathetic adminis- 
trations. Indeed, it is not uncommon to Umit in advance the sums that 
may be taken from such sources, thus reducing the proportion of the 
poision that can be paid, or leaving the whole question of payment 
largely to accident. 

The only way in which absolute security can be obtained is for the con- 
tribution of the public as well as that of the teacher to be paid annuaUy, 
credited to the individual teacher, and set aside to accumulate until 
the time of his retirement. This also is the only economical method. 
Any systeasa that agrees to pay a pension from current funds after the 
teacher retires, plans to spend two or three times as much money as 
would be required if sums were set aside each year to accumulate it 
during the teacher's period of service. Any other method is parallel to 
Issuing bonds without provision for retiring them. 

Pennon systems are still too generally organized without estimating 
their cost. The probable length of life of a teacher in service or after 
retirement may be estimated from the tables of mortality that have 
been developed by the life insiu^nce companies, with adjustment for 
the fact that teachers live longer than other people. Some basis is be- 
coming available for estimates of the likelihood of disability and the 
probable length of life after retirement because of disability. It is wise 
to avoid so far as possible basing pensions upon salaries at or near the 
age of retirement, since no one can predict what taiy teacher's salary 
will be thirty, or forty, or fifty years hence. 
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There is, of course, a definite relation between the benefits and the 
cost of pensions. No one can secure expensive benefits in return for very 
small contributions. Only failure awaits the systems which promise re- 
tirement after twenty years of service or at the age of fifty; or in which 
teachers contribute only one-half of one per cent of their salaries; or in 
which the public contributes only one-half as much as the teachers. 

Such errors may easUy be corrected by a very simple pension system, 
based upon conservative tables of mortality, and upon a safe rate of 
interest, with the provision that the teacher receives the benefit of the 
accumulation of all of his contributions and those made for him. It is 
posdble to estimate vrith reasonable definiteness what certain desired 
benefits will cost, or what benefits can be had for the money available. 
It is easy to estimate what any annual contribution, beginning at any 
age, and accumulating at a given percoitage, will amoimt to after any 
number of years. If then the money is deposited in a central fiind, each 
contributor can be guaranteed a definite annuity for life, since the Uves 
of all are averaged in the standard mortality tables. Thus, an annual con- 
tribution of $100 a year, beginning at the age of 25, and accumulated at 
4 per cent interest, will amount at 65 to $8882.65, at 70 to $12,587.06. 
These sums will provide a man with an annuity for life, according to the 
McCUntock Table of MortaUty and 8^ per cent interest, of $1086 a year 
beginning at 65, or of $1681 a year be^nning at 70. If, on the other 
hand, a man wishes to be sure of a life annuity of $1000 a year at 65 or 
70, he knows that this will cost $9098.60 or $8642.40 at those ages, 
and that it would require a contribution of $92 or of $68 a year from 
the age of 25 to accumulate these sums. The annuities from such a con- 
tribution for women, who live longer than men, would be about four- 
fifths of the sums that have been mentioned. 

These figures imply a return of the accumulations of the teacher who 
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dies before retirement and of those who withdraw from the sjrstem for 
any reason. If it is desired for the sake of family protection, there may 
be also a return of the balance of the accumulations of the teacher who 
retires but dies before he has drawn all of his accumulations. This also 
can be calculated from standard mortaUty and interest tables. These 
cost a.bout one-fourth more than a straight annuity. If further protec- 
tion is desired against disability, this can be similarly provided by the 
use of the best tables that we have, with the proviso that the rates for 
those who enter into the system in the future may be modified accord- 
ing to fiiture experience. 

A pension system of the kind that has been mentioned is just and 
&ir to all concerned, giving the teacher secure and adequate protection 
at a reasonable cost to himself and to the public 

Such a system provides for retirement on the basis of age or of dis- 
ability after any suitable period of service. The age of retirement, which 
is now usually fixed, can, if desired, be left to the teacher and the ad- 
ministration. If the need is great, retirement may be earlier, in spite of 
the fact that the smaller accumulations would then make the pension 
smaller. In general, retirement will, in all probability, be later than at 
present, because of the larger pension provided by the longer accumu- 
lation, and the educational desirability of keeping the able teacher 
in service as long as possible. Disability can be provided for by using 
whatever money has been accumulated at the time when retirement 
becomes unavoidable, perhaps with some supplement from the state 
imtil statistical experience makes it possible to provide specifically for 
disability. 

The system suggested provides full protection for both the teacher 
and those who are dependent upon him, since the form of contribution 
sets up a contractual relation which provides definite returns in case c^ 
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withdrawal or death. Return of contribution in case of resignation is 
now sometimes arranged, but return in case of dismissal or of death is 
seldom provided for. Contractual arrangements for the return of con- 
tributions under all these circumstances will facilitate the desirable 
transfer of the teacher &om one system to another. Indeed, with the 
^read of sound plans, pension systems throughout the country will 
become more and more uniform, so that the experience of each will 
help all. Continuity of employment during efficiency and good behavior 
is essential to any sound pension system. 

JosKFH Swain, Chairman 
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Datid B. JoHNsoir 

Pretident fVinthrop Normal and Indtalrial College of South Carolina 
Harlan Upi>egkaff 

Profeuor tff Educatio/tal Admimttratum, Umeenity of PentM/leama 
Grack C Forstthb 

Dulrict Superintendent of SchooU, Brooklyn 
Jahbs Fergusom 

Deputy Stipenntenderd, Rivertide Cotaily, Calif omia, Sehoolt 
Francis G. Blair 

Slate Superintendent <ff Public Intlniction, lUinMt 
John W. Cars 

Principal, Friendt Central School, Philadelphia 

National Education Association Cohuittee 
on Salaries, Pensions, and Tenure. 



d by Google 



d by Google 



PENSIONS FOR PUBLIC SCHOOL TEACHERS 



d by Google 



d by Google 



THE SOCIAL PHILOSOPHY OF PENSIONS 

The History of Pensions 

Teachebs pension systems are part of a recent world movement for social insurance. 
Pensions of some tcind have been in existence dnce the Roman era, but until recently 
they have been granted in a merely haphazard fashion, and have not been regarded 
as a responsibility to be assumed by society toward its superannuated or disabled ser- 
vants. They were granted 6rst as rewards to court favorites, or for military or naval 
services, or for distinguished contributions in the fields of literature, art, or science 
As the administrative departments of government developed, employing large num- 
bers of civil servants with a certain security of tenure, they also introduced pensions, 
partly as a compensation for low salaries pmd during active service, partly as a means 
of attracting desirable workers to the service. This practice spread to other brandies 
and types of public service under local government authorities. 

So long as the occupations of industry and commerce were on a small scale, where 
the employer had only a few employees with whom be could maintain personal nia^ 
tions, cases of superannuation or disability could be taken care of either by the em- 
ployer or by fellow workers. But with the development of industry on a huge scale, 
whereby hundreds or thousands of employees were congr^ated in large factories, the 
conditions under which the employer could exercise a personal interest in the welfare 
of his employees disappeared, and at the same time the direct appeal to fellow work- 
ers in cases of distress lost its intimate force. Out of these circumstances and the so- 
cial consciousness which began late in the nineteenth century to replace the previous 
individualistic laissez-faire policy, there developed a feeling of social responsibility 
for those who became incapacitated thru age or disability for further wage-earning. 
Society has (»me to demand that an employee who has given the services of a life- 
time to an employer be provided for in his old age. Social justice demuids that this 
protection be more deHnite and dignified than that of common charity. 

The Need foe Pension Systems 

Such considerations alone, however, while they direct attention to tiie need of some 
ff^stem of pensions, approach the subject only from the point of view of the retiring 
employee. They base the claim to a pension on gratitude for post services or on social 
justice. They accept the claim of employees that they have a moral and equitable 
right to pensions, over and above the remuneration that they have received during 
active service. An even broader social philosophy requires that the justification for 
pensions should rest not only on their service in cases of distress, but also on the ex- 
tent to which they may improve the conditions of service, increase the efficiency of 
workers, and promote social welfare generally. Any service, whether public or private, 
is likely to become impaired as a result of the waste and demoralization caused by 
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the retention of employees who are ineffictent because of old age or disability. The 
retention in service of wom-out employees further tends to dog the avenues of pro- 
motion and to discourage younger and abler men. At the same time the absence of 
provision against the hazards of life creates uncertainty as to the future, perplexity, 
and worry on the part of the employee, throughout his service. 

The justification of a pension system accordingly arises from the interests of both 
the employer and the employee, the demands of economic efficiency as well as of social 
justice. The employee who knows that he will be provided for when the time comes 
for him to retire from his occupation is likely to be contented and free from worry, 
and will render more effective and more continuous service. A calling or profession 
will attract and hold men of intelligence, ability, and devotion, only so far as they 
recognize that the avenue of promotion is open to them and that security ia afforded 
against the risks of life. From these points of view the establishment of a pension 
system ceases to be merely a matter of sentiment, or a reward for past services, or 
a compensation for low salaries. It becomes a matter in which the employee, the em- 
ployer, and Bodety at large are vitally interested. It ia because pensions have been 
approached hitherto without taking into consideration all these factors that a sound 
theoiy of the subject has not been developed, and without a sound theoiy sound 
practice is impossible. 



Non-Contributory Pensions 

It is only by defining clearly the interests to be served by a pension system that 
it is possible to proceed to a consideration of the methods by which such a system is 
to be maintained and managed. Where pensions have been regarded from the point 
of view of sentiment or moral right or compensation due for past services, the burden 
of their maintenance uid management has been placed wLolly upon the employer. 
Some confusion also has been caused by the attempt to transplant to conditions prev- 
alent in a democracy institutions that arose in continental Europe under a r^me 
of government supervision and paternalism. But even in Europe recent progress in 
social insurance is based on the mutual cooperation of governments, employers, and 
employees. Another tradition that has been detrimental to the development of sound 
pulsion theory has been the paternalistic and political practice of the United States 
government in pensioning its anny and navy veterans. But here too, at last, the prin- 
dple of cooperation has been adopted — in the Federal War Bisk Insurance Act of 
1917. The advocates of free, straight, or non-contributory pensions, paid by the em- 
ployer alone, have failed to realize the limitations of such pensions. A free pension not 
only fails to satisfy the requirements of sodal philosophy described above, but it is 
open to many other objections. A system of free pensions, if they are to be adequate 
for subsistence, can be supported only out of resources that are unlimited. The oost, 
which depends upon the judgment or generosity of the employer, cannot be calculated 
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in advance^ and while it may be small at first, it rises rapidly within a short period. 
The appropriations for pensions for war veterans in the United States have reached 
the sum of more than $186,000,000 annually. The private employer does not as a 
rule possess the means to meet the demands of such a pension system unless the indi- 
vidual pensions are pitiably small, or unless the right is reserved to prorate the pen- 
sions when the burden becomes too great. Such a provision inevitably introduces an 
dement of uncertainty and a lack of confidence in the system on the part of employ- 
ees, while the employer under this scheme is accumulating a debt without laying ande 
a reserve to meet the obligation when it falls due. A iree pension plan under the con- 
trol of the employer accordingly furnishes a merely speculative benefit in the t«note 
future, &i1s to aflect the attitude of the employee to his work, and does not produce 
the continuity of service and the contentment that are among the essential objects of 
a sound pension scheme. A fne pension plan, for example, has never yet prevented 
strikes, as some employers hoped that it would. The financing of a scheme on this 
basis necessarily places its control and management in tlie hands of the employer, a 
practice that does not avul itself of the advantages of the cooperation and mutual 
understanding that may be expected from another type of administration. Nor does 
a free pension system ever secure the moral and educative values of a system that 
encourages cheerful performance of service, efficiency, thrift, and foresight. 

From the point of view of the employees, the free pension plan, altho it has always 
had a strong appeal as being " something for nothing,* is misleading, for it is too 
often forgotten that any prospective benefit over and above wages is inevitably con- 
sidered as compensation in heu of wages. In other words, a free pension system is 
inevitably contributory, altho in an indirect way. Ilie Enghsh civil servants, more- 
over, argued that the free pension promised them not only kept their salaries low, 
but that their salaries were reduced by an amount that would have more than paid 
for the pensions.' At the same time, altho a free pension is technically maintained by 
"constructive contributions," or the amounts by which wages are depressed, the em- 
ployees have no withdrawal equities if they resign or die before becoming eligible for 
retirement, finally, such a plan is contrary to the interests of employees because it 
confers no contractual right to the pension ; it merely holds out a promise of a benefit 
if there are funds to meet the cost. "Diere is in fact no free pension. 

Briefly stated, then, the &ee pension plan fails to carry out the purposes of a sound 
pension theory. From the standpoint of the employer it ts likely to prove exceedingly 
costly and does not promote the efficiency and wedl-being of employees, while to the 
employees it of^is an uncertain and contingent benefit for whidi they are themselves 
indirectly paying more than it costs. 
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Contributory Pensions ' 

Since so-called free pensions fail toaduere the proper objects of a pension system, 
some plan is necessary which distributes the burden of the cost equitably, provides 
for cooperation between employer and employees, can be administered justly, economi- 
cally, and with due r^ard to scientific actuarial principles, establishes contractual 
security for the employees, includes elements of elasticity so that benefits and pro- 
tection against other risks besides those of old age can be furnished, and, in addi- 
tion, has moral and educative values. Such a scheme is found in the contributory plan, 
which involves the joint contributions and the joint administration of employer and 
employee. 

For the employer the contributoiy plan is considerably cheaper than the free pen- 
sion system because it replaces an uncertain but continuing and increasing burden 
by a fixed and limited liability. Iliia is particularly true if the reswve system of meet- 
ing the cost is adopted, and a definite sum for pension purposes is set aside annually 
as a part of the current expense of production, instead of being postponed as a charge 
upon a future generation which receives no benefit in return. A sound contributory 
plan, like any other, assuines that the employer owes a humane duty to his worn-out 
employees, but unlike any other plan it does not depend on his discretion whether he 
will meet this obligation or not. The employer's contribution becomes a consideration 
in return for which the employees permit deductions from their salaries. Such a system 
can be placed on a contractual basis and he more eifective than any other system of 
pensions in securing a readier performance of duty and a higher efficiency among 
employees, and in attracting and holding men of eneigy and ability. A pension sys- 
tem based on the contributory plan is not an extravagance for the employer but an 
economical expenditure, dictated not by feudal or sentimental purposes but by the 
desire to improve the conditions that determine efficient service as well as by a broad 
humanity. For the employee the establishment of a pension plan on the contribu- 
tory principle, while intended primarily as a protection against the risk of unemploy- 
ment as the result of superannuation or disability, furnishes, further, an opportunity 
for saving and the development of habits of thrift. Far from afiecting the independence 
of employees adversely, as is sometimes feared, the contributory plan strengthens it 
by giving the employees a sense of financial security to the extent of the accumula- 
tions, however small, standing to their credit. The fact that a contributory plan is 
based on the financial cooperation of employer and employees implies cooperation in 
administration and furnishes a starting-point for that broader mutual understand- 
ing that is becoming increasingly essential and increasingly common in industrial 
relations. 
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Voluntary or Compulsory Systems 

The contributory plan Dot only promotes cooperation between employer and 
onployees, but takes cognizance of the fact that modern industrial and professional 
oi^anization brings men together in groups working under uniform conditions. The 
latter fact alone furnishes a basis on which employees may unite for protection against 
the chief hazards of life and for the promotion of other common interests. Since it is 
the function of a pension system not only to obviate the hardships and distress that 
may come with the cessation of income, hut also to secure efficiency, it is obvious that 
an effectual contributory plan must also be compulsory. A voluntary system may fail 
to provide protection for thoee who need it most ; a discriminating or selective feature 
may fail to promote that efficiency and whole-hearted cooperation at whi<^ the system 
aims. The success of a pension plan, moreover, depends upon the partdcipation of mem- 
bers in such numbers that the ordinary tables of mortality may be employed until 
special tables, representing the experience of the system, be worked out. Such repre- 
sentative tables cannot anticipate the experience of a small number of voluntary par- 
tdcipants. Nor does such a compulsory plan militate against the development of thriift 
and foresight. Thrift is a haU t, a mental attitude, that grows with the opportunities 
for its exercise and the exp^ence of its benefits. The argument that it would be wiser 
to increase wages and leave to the individual the provision of his ofm protection is 
valid for thoee who already possess the habit of thrift, but breaks down for the large 
majority in not providing help for those who may need it most, including the man 
who Buffers early disability. A contributory plan offers exactly the desirable oppor- 
tunity for developing this habit, and has the further value of promoting a sense of 
cooperation and mutual responsibility. It furnishes the possibility of saving and 
investment that is not open in the ordinary commercial channels for men on small 
fixed incomes. The compulsory character of a plan does not restrict its flexibility ; the 
accumulations standing to the credit of a contributor can be employed to furnish not 
merely a pension on his retirement but support in case of his disability or provision 
for his family in the event of his decease. Nor does such a plan militate against the 
mobility of the employee; the contributions made by him continue to be his, and 
accumulate with interest, and if he chooses to withdraw from his present employ- 
ment, he takes with him these accumulations in which he has secured a vested righL 
A valid ailment may further be made that the employer's contributions should also 
belong, at least after a certain period of service, to the employees on the ground that 
technically they are deferred wages. The employee protected by a plan in which he 
pays his due share need not feel that he is an object of charity nor, for the same reason, 
can the charge of undue privilege be brought against him, as it well might be under 
a free or optional pension sysbem. 

A pension system that is based upon contributions from employer and employees 
is therefore the only method by which all of the desired objects can be attained. Such 
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a BjtAeax promotes the interests not only of employoi and employees but of society 
in gmeral, in so &r aa society is interested in the promotion of incUvidual, indus- 
trial, and social wel&re. The employer secures more efficient service, the employee is 
protected and freed from anxiety for the future, and society benefits both frt>m the 
iacreaaed efficiency and serenity and frY>m the prevention of the dangers that may. 
arise from discontent. 

Pension Financing 

The soundness of a pension system, as of any other financial undertaking, depends 
cm ability to meet the obligations incurred. One of the weakneflses of the free pension 
{Jan is ijie difficulty of estimating the obligations, owing to changes in conditions 
that cannot be predicted, such aa the increase in the number of beneficiaries, the ad- 
vance in ealaries, or the lengthening of life, any one of which may impose the strain 
of a cumulative burden. It is almost impossible to provide for the payment of a free 
pension in any other way tlian by annual appropriations. A contributory plan, how- 
ever, lends itself to a method of financing that is at once seoire and inexpensive. 
Heretofore, altho part of the pension may have been met by accumulations frtim the 
contributions of the employees, the remaind^ has been met usually by annual appro- 
priations by the employer. This method on the part of the employer of meeting obli- 
gations as they arise is known as the cash disbursement plan ; altho not as expensive 
as a free pension system, it may cost aa much as a third of the expenditure for wages 
in each year. It may thus become burdensome and lead to some of the abuses associ- 
ated with free pension systems. To avoid this danger and to equalize the cost for both 
emjdoyer and employee, the reserve plan is now advocated for both : employer and em- 
ployee making their contributions at the same time, as a rule in equal sums, and thus 
securing the advantages of accumulations with compound interest and of the existence 
of a frmd to meet obligations as they arise. Under this plan each contributor is in a 
position to know exactly how much he must contribute, how much he has to his credit 
in the pension frmd, uid frirther is enabled to calculate the benefits that can be pur- 
chaaed frxjm these accumulations. By this method adequate pension benefits can be 
provided by sums not exceeding five per cent of wages contributed annually by the 
employer and five per cent hy the employee. These sums remain a fixed part of over- 
head expenses and there is no danger of a sudden stnun frt>m the development of 
unforeseen contingencies, the pension provision being made regularly in advance for 
each individual employee. The reserve plan is thus not only the least expulsive method 
of financing a pension system, but the only one that meets the test of essential sound- 



AccBUED Liabilities 

Up to this point the distribution of the coat of maintaining a pension system has 

been discussed on the assumption that all the employees are young and of approxi- 
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mately tbe same age, and that all are juat entering on their period of service. As a 
mattra of practice pension funds are seldom establiBhed under such satisfactory con- 
ditions, but axe introduced after an organization has been in existence for some timc^ 
with employees of diflerent ages and different periods of service. The estimate that 
a pension system can be maintained at a cost of ten per cent of the payroll, divided 
between employer and employees, will be true only in relation to employees who are 
entering or have been in service but a short time,and who can make a sufficient number 
of annual contributions to purchase adequate amiuities. Under a scheme that is based 
on actuarial principles, the coat of providing annuities for older employees by annual 
contributions alone would be prohibitive. In order to restrict such contributions to a 
maximum that can be borne by the employees, say five per cent of their pay, part of 
the additional burden must be borne by the employer. In other words, the accrued lia- 
bilities or those obligations that are incurred because of the service of older employ- 
ees prior to the establishment of a pension system, must accordingly be assumed as a 
continuous charge until the older employees have passed out of the service into retire- 
ment. The burden of accrued liabilities is frequently heavy, but it cannot be n^lected 
in a sound pension plan. To n^lect it is to invite bankruptcy; this has been tbe ex- 
perience of many contributory pennon systems, — the absence of special funds to take 
care of older members has led to tbe exhaustion of accumulations that should have 
been kept intact to pension the younger members. The provision of the additional cost 
for pensioning older employees, or to meet the accrued liabilities, is a necessaiy corol- 
lary of the principle that all contributions, whether by the employer or employees, be 
separately credited, during tbe period of accumulation, to the individual by and for 
whom the contributions were made, and be used as contingencies arise to pay the bene- 
fits due to that individual only, and for no other purpose. Under existing conditions 
in most pension plans all contributions are paid into one fund, from which pensions are 
paid so long as solvency continues. Bankruptcy threatens every pension ^stem that is 
on an unsound and insecure foundation, whether thru n^lect of the accrued liabili- 
ties or of some other of the actuarial principles involved. The ensuing failure to meet 
obligations and the consequent hardship and distress imposed on those least able to 
bear than impair confidence in all pension systems. Provided that other conditions of 
the pension system, such as the amount of the pension, the age of retirement, and the 
length of service required, are clear and definite, the cost of paying accrued liabilities 
can be calculated in advance, and can be funded in the same way as the remainder of 
the obligations. 



The Cost of Pensions 

The cost of a pension system de^iends on the nature of the benefits that are granted, 
the age and sex distribution of tiie employees, their years of service, the expense of 
administration, and, as has already been mentioned, the method of financing. The ex- 
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pense of administration forms but a small percentage of the total annual expenditure, 
and maj best be provided for separately by the employer. The accrued liabilities will 
vary with the number of older employees in the service. The main cost will depend upon 
the amount of pension determined as satisfactory. In general a pension ought to be 
sufficient in amount to furnish adequate subsistence in old age; it cannot and should 
not be expected to equal the income earned during the period of highest working 
efficiency. Under a contributory plan the pensions can easily be higher than those 
paid under a fiee pension system. The tendency has always been to fix pensions at 
about one-half of the average salary earned over a period of years. Such a sum may 
well be taken as an adequate standard, but for actuarial purposes it is more satisfac< 
tory to eliminate the guesswork involved ia anticipating exactly what the final sal- 
aries will be and to detennine the pensions generally approximating such a stand- 
ard, but based definitely on the actual accumulations. In addition to the cost of the 
pensions, the cost of providing disability allowances is also to be considered. In most 
pn^ressive industrial communities this is already provided for under the laws govern- 
ing woi^men'a compensation, but where these do not apply, the additional cost of pro- 
tection against disability is not large. The cost of refunds in case of withdrawal by 
reason of dismissal, resignation, or death, and of the guarantee of a fixed amount of 
interest on accumulations must also be taken into account. All the benefits here men- 
tioned, provided the pension basis is approximately half salary, can be met by ftnniml 
contributions equivalent to about ten per cent of the payroll, divided equally between 
employer and employees. The only additional items, which usually fall largely on the 
employer, are the cost of administration and of the accrued liabilities in inaugurating 
the system. 

For the employees the annual coat of the pension benefit, or the annual contribu- 
tions that they will be required to make, will depend not only on the amount of the 
pension promised, but also on sex, present age, age of retirement, the rate of interest 
at which the contributions accumulate, and the number and kinds of benefits pro- 
vided. The cost may vary from two or three per cent of salary for the younger em- 
ployees to as high as twelve or more per cent for the older employees. The cost of 
the same pensions for women is higher than for men because women both retire earlier 
and are longer lived. A system that furnishes benefits in case of disability and with- 
drawal is more expensive than one without these benefits. A pension that begins at 
an early age requires higher contributions than one beginning at a later age. The 
individual who can make more annual contributions before his retirement than 
another may make each contribution smaller, not merely because of the larger num- 
ber of contributions but because of the cumulative influence of interest. Altho all 
of these factors are self-evident, most of them have been neglected in Uie framing of 
pension systems heretofore. The association of the term "pension" with the idea of 
a free or gratuitous payment of money tends to obscure the fact that a sound pen- 
sion system must necessarily be established on the same principles that underlie the 
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purchaw of annuities or insuraQce. Even in contributory plans, faowever, the contri- 
butions have been determined without reference to these fundamental factors, and 
some pension systems have required the same annual contributions — called a** flat 
rate" — from all members, irrespective of their salaries, age, or sex, or promised pul- 
sion. Such uniform contributiona not only fail to ensure financial security, but they 
are inequitable to the employee. Under such a plan the younger employee, having 
longer to wait before retirement, is likely to pay considerably more than is necessary 
to provide his own pension, while the older employee will pay conaiderably less, the 
yoimger men virtually paying part of the pensions of the older. Again, since the 
older employee probably enjoys a higher salary, the burden imposed by the fiat rate 
is lighter for the better paid than for the more poorly paid participant, thus intro- 
ducing an inevitable element of discontent. A sound system demands that the annual 
contributions be calculated <m the basis of all the bctois referred to. The heavy 
burden that might fall on the older employees may be avoided either by making 
membership in the pension fund optional for them or by limiting their contributions 
to some fixed proportion of salary, the amount of accrued liability beyond this being 
carried by the employer. 



Age of Retirement 

The age at which retirement from service is permitted plays an important part in 
determining the amount both of the pension and of the annual contribution. It is 
impossible to determine dogmatically the age at which retirement should be allowed ; 
it will undoubtedly difier for the two sexes, and will vary according to occupation 
and perhaps according to locality. In the sedentary and professional callings a man 
may be at his best at ihs age of sixty, while in those occupations that require physical 
strength and demand constant exposure to risks a man may cease to be fit at that 
age. It is true that the followers of every vocation claim special privil^es because of 
peculiar hardships associated with it, hut in g^ieral it may be said that sixty is a 
generous age at which voluntary retirement may be permitted in any pension system. 
Under the mist^en conception that a pension is purely a reward for services ren- 
dered, and as a result of the fallacious plea of special occupational strain, provision 
has been made in many systems for retirement after a certain period of service with- 
out any age restriction. Retirement on the ground of service alone, however, usually 
means retirement at an early age; some systems do not exclude the possibility of 
retirement after twenty years of service, thus enabling employees to retire at the age 
of forty-five or fifty, and to enjoy their pensions for half of their adult lives. Such 
early retirement is economically and socially unjustifiable. It is unfair that the 
followers of some cxxnipations should enjoy in the prime of life a privilege meant 
as a protection for old age, it deprives the occupation concerned of its most efficient 
i, and it is extremely expensive, for obviously a man who retires at the age of 
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fifly-five may be expected normally to enjoy his pension for a longer period than one 
retiring at sixty or sixty-five. Further, the granting of early pensions is socially detri- 
mental since it is open to abuse. Such a system emphasizes the ides l^t a pension is 
a reward for services rendered, instead of a measure intended as a provision for old 
age and for the promotion of efficient service. Where this idea prevails it is not un- 
usual to find pensioners enjoying a retiring allowance from one employer while actively 
engaged in occupation for another. The man who at fifty feels that he has dischai^ed 
all obligations for which the pension is a reward, feels also that he cannot live on the 
reduced income represented by the pension, and that he is justified in adding to it 
in any way open to him. This is merely proof of the fact that every normal man in 
the enjoyment of health prefers to remain at his work as long as his efficiency con- 
tinues. It is only the young employee that dreads the prospect of continuing in his 
occupation for thirty or forty yean, a dread that is replaced by a desire to continue 
as the opportunity of retiring approaches. A minimum requirement of service is, of 
course, necessary, if only to make possible the accumulaticm of sufficient contributions 
toward a reasonable pension. But it is difficult to see why any employee with good 
health and unimpaired &culties should be retired, accept on the basis of age in addi- 
tion to a service requiremenL A minimum age limit may be established, at which an 
employee may retire voluntarily or be retired if his efficiency is impaired. There is, 
however, no reason for placing difficulties in the way of continuing in service for some 
years longer up to a compulsory age limit, which will vary in different occupations. 
The postponement of the age of retirement as long as is compatible with occupa- 
tional efficiency implies a reduction in the burden of (uinual contributions, and if 
voluntarily carried beyond the minimum age of retirement means a pension which 
rapidly increases in size as the result of additional accumulations. 



Pension Benefits 

Up to the present time the payment of pensions has seldom taken any other form 
than a monthly allowance to the pensioner as long as he lives. Since the aim of recent 
pension philosophy is to introduce as much flexibility as possible, there is a tendency 
to provide difierent methods for paying out the accumulations standing to the credit 
of a pensioner at the time of his retirement. These options may provide benefits for 
the pensioner himself alone, or for the pensioner and his widow after his death, or 
either of these benefits with a return to his estate of any sums remaining to his credit 
alter the payment of these benefits. The accumulations virtually belong to the em- 
ployee: the chief object of their existence is accomplished when the pensioner makes 
satisfactory provision for bis own maintenance at the time of his retirement; beyond 
that he may have an opportunity of making such further provision for his dependents 
OS may seem to him desirable. 

The essentia] purposes of a pension system are met if it makes adequate provi- 
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sioQ tar old ag«> and if it nicceeda in promoting efficient aeirice. These purposes can 
be carried out only when the cooperation of employer and emi^oyees is enlisted is 
sharing the burden with justice and fairness to each side, and as economically as 
is consistent with the objects proposed. In addition to the provision of protection 
against the risk that may come from loss of wage-earning efficiency due to old age, 
the interests of efficient service require also protection against loss of wage-earning 
capacity as a result of disalnlity. While cases of disability are not frequent, they are 
accompanied when they do occur with considerable distress In many occupations they 
are already covered by workmen's compensation laws. Where such provision is absent, 
it may well be made a part of a pension system. The chief questions underlying 
the granting of disability allowances are wheth^ in the interests of efficiency the 
protection should be furnished to employees irom the time of their entrance into 
service or only after a few years of service, and how the financial cost of such allow- 
ances should be met. The period of service that should be required as a qualification 
for a disability pension will depend probably on the number of years tiuA, it takes 
an employee to become thoroughly efficient in his occupation and to acquire perma^ 
nency of tenure; the period will accordingly vary with the occupations. In order to 
be adequate, the amount of a disability allowance needs, like the old age pension, to 
approximate half the salary at the time of retirement. Part and perhaps all of the 
cost of such allowances can be met by the accumulated contributions of the employer 
and employee; the remainder, like the accrued liabilities, may be paid by the em- 
ployer, at least until statistical knowledge of disability accumulates sufficiently to 
make possible the calculation of definite contributions to provide for such contin- 
gendes. This will not prove such a burden as it appears at first sight, partly because 
the cases of retirement on the basis of disability are lilcely to be few, partly because 
the contributions paid hy the employe- on account of employees who leave before 
completing a minimum period of service may well be retained and accumulated for 
the payment of disability grants. In every case, of coune, the grants would be made 
only for permanent disability, and would be subject to periodical review by a medical 
board. 

By the addition to the main benefits of an old age pension of such provisions for 
disability, options at retirement, and returns of contributions, a pension system, man- 
aged by a board representing both the employer and employees, and acting on actu- 
arial advice, should be successful in promoting the objects and interests that are 
dictated by a sound social philosophy and are warranted I^ the recent experience 
of both private and public services. 



Reports and Valuations 

Such success, however, will depend ultimately upon the possession of definite infor- 
mation concerning the obligations undertaken. This information can be furnished only 
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from accurately kept and detailed records and carefully constructed reports, present- 
ing a dear statement of assets and liabilities, Patsion reports should indicate the ac- 
tual and expected resourees, the rate of interest, the nature of investments, the rate 
of mortality as compared with accepted tables, as well as the cost of benefits of difier- 
ent kinds that may be expected to accrue to those in service at the time that the report 
is issued. More especially are clearness and detail essential in a newly created pension 
system imtil the vital statistics of the particular service affected are thoroughly estab- 
lished. Many questions around which the foundation of a sound pension system centres 
are involved here — longevity, the incidence of disability, the rate of withdrawal, and 
the rate of mortality. Accurate records and careful reports may serve not merely as 
a method of checking up the reliability aud adequacy of a penraon system, but as a 
measure for controlling and perhaps ultimately reducing the cost. 

The construction or valuation of a pension system requires complicated calculation. 
It is necessary to have complete information concerning the age, sex, and length of 
s^riceof all who are included in the system; information for as many years as possi- 
ble concerning their salaries, and the experience of the system with r^^ard to with- 
drawals, disability, and death. The tables of probable mortality and expectation of 
life which have been derived from the experience of insurance and annuity associations 
must then be used to estimate the proportion of those in the service who will probably 
die before they reach the age of retirement. Others will withdraw from the service or 
be disabled before that time. From such tables, similarly, may be derived the average 
expectation of life of the group which remains in service until retirement, and the 
average number of years of their receipt of retiring allowances. This multiplied by 
the amount of the average pension, taking interest into consideration, gives the pro- 
spective financial load for the group. The age of retirement is fixed by the regula- 
tions of the pension system; the amount of the pension may be related to present or 
prospective salaries. To ensure the existence of funds to pay the prasionswhen they 
are due requires the fixing and continuance of appropriate contributions, a conserva- 
tive rate of interest, and adjustments for the return of contributions for those who 
withdraw or die early. Difllerent provisions for men and women and special provisions 
for widows necessitate further adjustments, and all of the factors that have been men- 
tioned must be separately considered for those who have already retired, those who 
are now in the service, and those who will enter the service hereafter. Even so simple 
a statement of some of the mathematical problems of pension systems indicates that 
they can be adequately solved only by persons of special training and experience, — 
that is, by professional actuaries. The further fact that all the elements that have been 
mentioned are constantly changing, indicates the necessity of almost continuous 
expert attention. It is especially necessary to establish mortality and other tables 
representing the experience of the system itself as in some respects the experience 
of each system is pecuUar. 
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THE FUNDAMENTAL PRINCIPLES OF PENSIONS 
The following fundamental principles of a sound pension system for 
teachers were recommended to the Carnegie Foundation on April 27, 
1917, by a commission comprising representatives of the Association of 
American Universities, the National Association of State Universities, 
the Association of American Colleges, the American Association of 
University Professors, and the Carnegie Foundation. These principles 
were approved by the Trustees of the Carnegie Foundation on May 
18, 1917, and carried out in a reorganization of the pension sjrstem of 
the Foimdation in 1918. 

I 

1. The function of a pension system is to secure to the individual who 
participates in it protection against the risk of dependence due to old 
age or to disability. 

2. The obligation to secure this protection for himself and for his family 
rests first upon the individual. This is one of the primary obligations 
of the existing social order. Society has done its best for the incUvidual 
vrhea it provides the machinery by which he may obtiun this protec- 
tion at a cost within his reasonable ability to pay. 

8. Men either on salary or on wages are, in the economic sense, employ- 
ees. The employer, vrhether a government, a corporation, or an indi- 
vidual, has a direct financial interest in the establishment of some 
pension system which shall enable old or disabled employees to retire 
under satisfactory conditions. In addition, society demands to-day 
that the employer assume some part in the moral and social better- 
ment of his employees. The obligation of the employer to cooperate 
in sustaining a pension system is primarily a financial one, and in the 
second place, a moral one. 

4. A pension system designed for any group of industrial or vocational 
workers should rest upon the cooperation of employee and employer. 

5. Teachers pensions should be stipendiary in character, amounting to 
a faHi proportion of the active pay. 
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II 

1. In actusrial terms a pensicm is a deferred annuity upon the life of one 
or more individuals, payable upon tlie fulfilment of certain ccmditions. 

2. In order that an individual participating in a pension syston may be 
assured of his annuity when due, one ccmdition is indispoisable : There 
must be set aside, year by year, the reserve necessary, with its accu- 
mulated interest, to provide the annuity at the age agreed upon. On 
no other c<mditions can the participator obtain a satisfactory oHitract 
The man of thirty who participates in a pensirai plan under which 
he expects an annuity thirty-five or forty years in the future will take 
some risk of disappointment in accepting any arrangement less secure 
than a contractual one. 

8. A pension system conducted upon the actuarial basis of setting a^de, 
year by year, the necessary reserve is the only pension system whose 
cost can be accurately estimated in advance. 

4. A method l^ which a pension is paid for in advance in annual or 
monthly instalments is the most practical plan which can be devised 
for purchasing a deferred annuity, provided that the contributions 
begin early in the employee's career, and provided also that the 
contributions paid in year by year receive the benefit of the current 
interest for safe investmoits. 

A. As a matterof practical administration, a pension system should apply 
to a group whose members live under comparable financial and eco- 
nomic conditions. To attain its full purpose, partidpation in the 
pension system to the extent of an agreed minimum should form 
a condition of entering the service or employment the members of 
which are cooperating in the pension system. 
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THE PRESENT STATUS OF TEACHERS PENSIONS 
European Systems 

Tbachbbs pensions are now provided almoet unirersally in European countries. This 
has fiidlowed from the fact that the profession of teaching has long been under the 
more or less direct control of a central administration. In these countries teaching is 
adopted as a life career, entrance to which depends upon a period of professional train- 
ing and certification b; the atate. Once a teacher enters upon his vork he enjoys se- 
curity of tenuis and a moderate and progressive income ; pensions and disability pro* 
viuons have been added, as they have in other branches of public service, to attract 
able candidates to the profession, to improve efficiency, and to afford the teacher 
protection in case of tetirement fit>m service owing to age or disability. Teachers 
pensions are accordingly found in Belgium, France, Great Britain and Ireland, Italy, 
Greece, and Russia; in Holland, Denmark, and Sweden; as well as in all the states of 
the German Empire and Austria- Hungary; and, outside of Europe, in New Zealand 
and Japan, South America and South AJrica. In the large majority of these systems 
the teachers cooperate with the state in the provision of pensions; in Italy the state 
makes no contribution; while in Japan and in all but four of the states of Germany 
free or non-contributory pension systems prevail. Of the free penuons in Gmnany, 
one of the oldest and best known of the elementary school teachers has said :^ " The 
straight pensions push the salary question into the background considerably, since an 
official with the right to a pension and protection for his dependents can hardly com- 
pare his income with those in other callings and cannot easily base a claim for salary 
on such comparisons. In practice the result is that in the regulation of salaries the 
benefits of a pension privilege are estimated too high." In the contributory systems 
the annual contributions vary from three te ten per cent of salary, the periods of ser- 
vice required from twenty-five to forty years, the age of retirement from fifty-five to 
seventy, and the amounts of pensions from one-sixtieth of the average salary over 
a period of years for each year ot service to three-fourths of final salary. In England 
and Ireland the pension consists of an annuity purchased witb the teachers accumu- 
lated contributions and an additional sum paid by the state ; both systems are subject 
to periodical actuarial investigations, with necessary changes both in contributions 
and annuities. The pensions in England and Ireland are small but secure. 



* J. Tewi. iD IUId, XniVtlopadltdta Handbuek Otr POdaecvlli. toI. (J. p. SIS. lan. 
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Teachers Pensions in FoRsiaH Codktries 



Setiring AUowanee* 



from ciuTent 



ODe-ORletli of avemte (Klary tor lut 
flTc yean of aerTicB for «ch year of 
terrice up to k nuuimum of two- 
tliirdi of tlw aTenfe Hluy 



One-hBir of the iiTermce of the di 

hirteat Hilariea and ooe-Brtleth of 
the ■TeraflB for each year after n 

otaervice op to a mailmom of 



three-^i 



Approprlstioiu 
aoconjini to 



m nflCLH; wameD tU£.K 



«% of flnal nlary after 10 yean of 
•errlce aDdS%af floal Hilary for each 
year of lerTjce thereafter up to a maxi- 
mum of full aalary alter 40 yean of 

UlnhnuiD Anal allowance CM 



la ted coatributlona 



id vitti accnma- 



laats TcsnarauTlce fbr each year « 



en contiibu- 



Total contribution! with 4% In 
returned In a tump anm 



One-fourth of Qaal Mlarr pliu one- 
twD-huDdred-fortietb of final Mlarr 
tbr each year of aervlce after 10 rears 
and op to 40 yean 
ATeraga, about Iw 



Systems in the United States 

Pension systems far teachers in the United States have but a brief history; the first 
system for city school teachers waa established in Chicago in 189S, followed three years 
later, in 1896, by the organization in New Jersey of a mutual benefit plan for disabled 
teachers in tliat state. The majority of existing systems have been established dur- 
ing the past ten years. There are at the present time twenty-one state pension sys- 
tems, while four other states hare general laws permitting local bodies to set up plans. 
Of the twenty-one state systems fifteen* have adopted the ctmtributory plan and six* 
the non-contributory scheme. Of the permissive systona three' are contributory and 
one* non -contributory. In a few of the states the larger cities ore exempt from the 

' CaKtMnla, Connecticut tlUncds, Indiana, Mauachaaetta. Uichlgan, Uinneaota, Montana, Nerada, New Yorit. North 

Dakota, PeoncrlTuila, Vermont. Virrinla, and Wlaconatn. 

' Arliona, Uaine, Marrland. New Hamiiahlrc. New Jeraer. and Rliode lalsnd. 

' Kentucky, Ohio, and Utah. * Coloiado. 
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operations of the state system. Tha% are acctmiingly, in addition to the state sys- 
terns, sixty-four city and county systems, of which only three are on a non-contrib- 
utory basis. The details of ell of these systems are given in the tabular statement 
and summary on pages 56 to 72. The eighty-nine systems here refeired to are covered 
by sixty-seven separate provisions given in the tables and summary. The distribution 
of the state systems is shown by the map on page 78. The following discussion is re- 
stricted td them. The prevailing tendency to estabUsh state rather than local systems 
is most fortunate. A sovereign state has advantages of freedom and security in caring 
for its employees that are unapproachable by any local or private establishment. 



Lack of Scientific Basis 

Beyond their classification as contributory or non-contributory plans, the various 
systems show uniformity in only one respect. With the exception of the systems of 
Massachusetts, Connecticut, and Erie, Pennsylvania, which &11 into one group, and 
Pennsylvania and New York City, which form another, no serious attempts seem to 
have been made to look ahead and to ensure security for the future by Uie employ- 
ment of a sound and scientific basis. Whether these funds were inaugurated in a 
merely sentimental mood, or thru imitation, or in honest ignorance, or in the attempt 
to start some system, however faulty, with the hope of improving it later, the result 
has been the same, — after the needs of older teachers have been satisfied, most of these 
funds have found themselves facing bankruptcy. At last, however, the threat of insol- 
vency, involving disappointment to many at a time when help is most needed, tt^ther 
with the reports of commissions that have investigated the condition of such funds 
as those of New York City' and the State of Illinois,* has directed the attention of 
teachers to a consideration of some of the more fundamental principles involved. It 
is gradually but surely being realized by those who are interested in pensions that 
there is no mystery underlying these principles, and above all that financial obliga- 
tions cannot be carried out for any length of time unless funds are in existence to 
meet them, and that so &r as teachers and their employers are concerned, the chief 
question to be studied is how to provide these funds in the most inexpensive and 
economical method consistent with justice to the teachers, fairness to the public, and 
. the promotion of efficiency in education. 

The haphazard development of the pension systems now in existence is well illus- 
trated by the large number of variations that are found in such fundamental matters 
as management, maintenance, amount of contributions annually paid by teachers, 
amount of pension, age and years of service required as qualifications for retirement, 
and the equity of teachers in their contributions in case of withdrawal from service 
on account of resignation, dismissal, or death. 

' New York CItr Peniion CofDinialaa : Setmrt an tKt TiacherM Betimnsnt Fund of t\e Oiijf of Ntte York. Uno. 
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Administration 
The pmctice in the management of pension funds appears to vary somewhat with 
the character of the system. In general it seems to be the aim of the contributory 
systems to give the teachers representation and of the non -contributory systems to 
retain control in the hands of tiie stat& In three of the non-contributoiy ^sterns the 
state board of education is chaiged with the management of pensions, while in three 
others this function is entrusted to the state superintendent of education. Only in 
California, Nevada, and Virginia, of the contributory systems, does the state board 
of education administer the pensions, while the remaining systems have retirement 
boards consisting of state officials ex-offiicio and teachers eithu* appointed or elected. 
The representative boards have from three to seven members, and generally include the 
state superintendent of public instruction ; the ex-offiao officers are either the state 
treasurer,* the state auditor,* the state attorney-general,* the superintendent of in- 
surance,* or the state bank commissioner.* The teachers representatives, together with 
the state superintendent of public instruction, usually constitute a majority of the 
members of the boards. The constitution of such a board is important since it needs 
to represrat the social sense of the community as well as actuarial science. 

Amount of Pensions 
In the majority of the state systems the amount of the pensions to be paid is not de- 
termined by the age at which retirement takes place, sex, the rate of interest, or the 
amount of money available. The most frequent basis that is used is the averagesaWy 
received for a few years before retirement. In one system the pension consists of a sum 
equal to one-half of the largest salary received during service; in one it is equal to 
sixty per cent and in five to fifty per cent of the average salary received during the 
last five years of service. In eight systems the pension is the same for all teachers, and 
in three is a fixed amount for each year of service, regatdleas in both cases of the aver^ 
age salary prevailing in the state. The amount of an annuity can be determined on an 
actuarial basis only by the amount of money available, the age and sex of the recip- 
ient, the rate of interest, and the table of mortality. Such an actuarial foundation is 
provided by only three state systems, Connecticut, Massachusetts, and Pennsylvania, 
and only these systems ofler options by means of which a teacher may provide some 
protection for his dependents. 

Service and Age Retirement 

From an analysis of the state pension systems that are here being con^dered the 

inference may be drawn that pensions to teachers are granted generally as rewards for 
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service. Thirteen out of twen^-five state systems allow teachers to retire on tlie basis 
of service alone, and the requirement varies fmia twenty years in two systems^ to 
thirty-five years in three,* while five* permit retirement after twenty-five years and 
three* after thirty years. Assuming that the majority of teachers begin their service 
at the age of twenty^five, they could under these provisions retire at as early an age 
as forty-live, and none need remain in service after sixty. Retirement on tbe basis of 
service alone is an expensive luxury. It requires the annual contribution b^inning 
at twenty-five of one-third of a man's salary to provide a half-pay pension afber 
twenty years of service ; it takes twenty per cent to provide such a pension after twenty- 
five years, and fifteen per cent after thirty years of service. Neither teachers nor the 
public appear to be willing to pay such a price. This, however, is no misfortune, for 
such retirement encourages the withdrawal from service of experienced teachers at 
the time when they are doing their best work and injures the cause of pensions in 
general by the creation of a privil^ed class who may be at leisure for a third or a 
halfof their adult lives. A few systems, accordingly, require both an age and a service 
qualification for retirement; one system* permits it at the age of fifty, two * at sixty ; 
two^ require teachers to have reached the age of sixty and to have served thirty years, 
while only one* requires the same age and thirty-five years of service. Two systems* 
permit women to retire a few years earlier than men. Only two systems" permit re- 
tirement at a given age> irrespective of previous service. In most cases where an age 
basis is provided retirement is voluntary at the stated age or later; in three systems" 
seventy has been fixed as the age of compulsory retirement. 



Disability Allowances 
IMsabihty allowances are usually a proportion of the amomit paid for retirement 
on account of age, — an unsatisfactoiy basis, generally yielding less than subsistence. 
There is, however, more justification for guesswork in the case of disability pen- 
sions, since so little is known about the incidence of sickness among teachers. No 
justification exists for the general lack of provision for the prevention of abuse of 
disability privil^es. Medical examinations are required in every case before disability 
pensions are granted, but only the most recently established systems, like that of 
Pennsylvania, require periodical medical examinations and the return to service of 
those who are shown to have recovered from their disability. The whole subject of the 
kind of disability to which teachers are peculiarly exposed needs further study, before 
a completely intelligent administration of these benefits can be developed. There is 

liluMaola and Naw Jtnty. ' Coonectlcat, Indiana, and Rbade laland. 

ArlidDa. liODtsna, New Yivlc North Oakota, aul WiKonaln. * Caliroinla, Ulchifan, and NaTada. 

nilnoti. • UalM ud Uarrlasd. 

MiMailtiinrtta and Vermont. * New Kampahln ([n the eaas of naen). * New Hampehlre and Vlnlhla. 
' CauecHeut (at an altemstlTe to the thlrtr-llTe yean of aerTlce alone) and Peonarl^anla. 
■ CoDDM^tknt, HunehDMtta. 
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very little guidance concermog the subject to be drawn from actual practice, either 
as to the amount of the pennon that should be granted or the years of service that 
should be required. There is no reason, for example, why an allowance for g^iuine per- 
manent disability should be much less than an old age pension, nor why one ' system 
should require ten years of service as a qualification, while nine* others require fifteeai 
years, one' eighteen, one* twenty-five, and one * thirty-five, while one* other system 
grants a disability pension only to those inci^Mcitated after the age of fifty-five. 



FiNANCINO 

In the non-contributoiy systems of Arizona, Maine, Maryland, New Hampshire, 
New Jersey, and Rhode Island, tlie pensions are paid entirely out of state appropria- 
tions ; in the cases of Maine and Maryland, however, the amount of the annual appro- 
priation is limited to a fixed maximum, with the consequent prorating of pensions that 
are already in force in those years when the total cost is likely to exceed the maxi- 
mum. In the contributory systems the share of the state is paid sometimes out of regu- 
lar appropriations, as in Connecticut, MassachuHetts, New York, North Dakota, Penn- 
sylvania, Vermont, and Virginia, the annual appropriation being limited to S10,000 
in Vermont and to $6000 in Viiginia; sometimes out of the proceeds of a property 
tax, as in Illinois and Minnesota, or out of the tax on inheritance and transfers of 
property, as in California; sometimes out of the school fund, as in Indiana. In Wis- 
consin the state, by recent legislation (1917), undertakes only to make up deficits as 
they arise. In most of the r^ulations provision is made for supplementing the re- 
sources provided by the public with such miscellaneous support as may come from do- 
nations, gifts, legacies, and bequests. Such sources, however, cannot be depended upon 
for any adequate and regular supply of funds. The expenses of administration in most 
cases are paid out of the general fund, to that extent reducing the amount available 
for pensions, even tho the sum required for expenses forms but a minor part of the 
total cost of maintaining a pension system. A few systems, including Connecticut, 
Massachusetts, Montana, New Jersey,and Pennsylvania, make separate appropriations 
for administration, thus leaving the general fond intact to meet the purpose for which 
it exists. It is obvious that no state can look forward with serenity to the annual ap- 
propriation of such large, indefinite, and increasing sums; that no definitely limited 
amount can meet the needs of an enlarging service; that the proceeds of property and 
inheritance taxes have no relation to the needs of a pension system; and that ins- 
ular sources like gifts, deductions, and so on, cannot be depended upon to make up 
deficits. Pension systems have little or no security under such methods of providing 
funds. 
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The uncertainty that underlies most pension funds is further indicated by the 
variation in the amount of annual contribution that is expected from the teachers 
in the contributory systems. In ordinary commercial insurance the premium rates for 
nmilar benefits show only slight differences throughout tlie country. The only uni- 
formity in the contributory feature of pension systems is an evident desire to make 
the teachers contributions as low as possible, r^ardless of Thetbo: or not they are 
adequate to furnish the promised benefits. In fact, a very common formula' is tliat 
a teacher before becoming eligible for retirement shall have contributed a total sum 
equal to or even less than the amount of the prospective pension for one year only; 
the obligations beyond being apparently assumed by the general fund, the provision 
for which is equally inadequate. Recent pension investigations have emphasized the 
importance of the ordinary business method of keeping cm individual account for 
each teacher in order that he may be sure at least that his own contributions are al- 
lowed to accumulate to provide a pension benefit for him alone. It too frequently hap- 
pens under the prevailing practice that the money contributed by the younger teach- 
ers is used to pay the pensions of the older. In four states* the amount of the annual 
contribution is made the same for all teachers, irrespective of age or salary; in three 
states' the contributions consist of flat rates within three or four groups of teachers, 
graded according to years of service; in the remaining systems the teachers contribute 
a percentage of their salaries, varying ^m one-half of one per cent to seven per cent 
in each year. With the exception of Connecticut, Massachusetts, and Pennsylvania, 
no state system definitely relates the contributions to age, years of service, sex, rate 
of interest, or the amount of pension to be paid« altho there is sometimes a rough 
estimate that a particular annual contribution will lead toward a pension that will 
be, say, half of the final salary before retirement, — which salary cannot, of course, be 
accurately estimated so long in advance. Teachers pension systons are thus still re- 
garded as mutual associations, in which b^iefits are paid out of a general fund so long 
as the money lasts ; or as charitable relief the chief burden for which is placed upon 
the public treasury, unless this is so protected that only limited appropriations can 
be provided each year. The one conscious efibrt that is fi^quently made {ox security 
is inequitable; this is the mei^ng of the teachers contributions, as soon as paid, into 
the graieral fund for those who remain until retirement, and not regarding them as 
the teacher's own savings, to which he is entitled if he withdraws from service. In six 
states there are no refunds whatever. Most systems provide for the return of only a 
part of the contributions, without interest, in the event of resignation, diamissal, or 
death. In three states aU of the contributions are returned without interest; but only 
three state systems* refund the whole of the teachers contributions with interest at 
a fixed rate. 

' CalllteniB, nibuiU, Indiaiu, Ulchltui, UlnnaKta, Nend^. New Jvkt. New Tork, North OskoU, utd WiKmuio. 
■ CBllfUnU, MontUM, Nenda, and Ohio. * DUnoU, Indiuii. ukd UlDiieKitB. 

* Connectlcat (wl th utiul Interest earned), lli—ehnietti (with Interest at three Der cent), and PennirlTUila (with 
Intercit at fbnr per cent). 
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Financial Unsoundness 

The inevitable consequence of tlie development of pension practice in this country 
until recently, without reference either to the social philosophy that should be its jus- 
tification or the actuarial principles that should be its foundation, has been insolvency, 
either actual or threatened. It is difficult to persuade teachers of the insecurity of sys- 
tems of which they are members, for, so long as there are funds with which to meet 
current obligations, they regard their systems as sound. Fortunately, during the past 
three years two exhaustive studies of pensions have been made, one in New York City 
and one in the State of Illinois, which prove convincingly that a pension system is 
□either sound nor secure unless, like an insurance company, it is in a position to meet 
ita obligations to all its participants when they become eligible for the promised bene- 
fits. Whether or not a pension system shall be established is a. matter of social phi- 
losophy ; how it shall be organized is a matter for the actuary. This expert, however, is 
rarely consulted until bankruptcy is imminent. The importance of such expert advice 
has been recognized in the recently established pension plans of Connecticut, Massa- 
chusetts, New York City, and Pennsylvania, in which provision is made for keeping 
essential and accurate records, issuing annual reports, and making periodical actua- 
rial investigations. Attention has been focused on the whole subject by the consid- 
eration given to the theory in the reports of New York City and Illinois, and by the 
practical incorporation of new principles in the important Massachusetts Teachers 
Retirement System, whidi is discussed later. 

The Report of the New Yoek City Commission 
He New York City Pension Commission, which was appointed in 1918, issued its 
report od the New York Teachers Retirement Fund in 1916,' The report contained 
a descriptive account, a critical study, and su^estions for a reoiganizatdon of the 
fund on sounder actuarial principles, and was accompanied by detailed actuarial cal- 
culations, based on a careful investigation of the vital statistics of the teaching pro- 
fession. According to thb report the old plan, which followed the prevailing prac- 
tices just described, foiled to promote the efficiency of the service and was conducted 
without any regard for or knowledge of the cost A continuation of the scheme would 
have required annual appropriations that might amount to 90 per cent of the pay- 
roll. The fundus actuarial liabiHties amounted to $69,809,760, with prospective assets 
of only $15,066,440 to meet these obligations, leaving a deficiency of $54,748,320 
or about twice the amount of the annual payroll. The failure of such a system was 
inevitable irom the start; it was hastened by lax administration. The fund was used, 
for example, to get rid of undesirable teachers; teachers were retired before th^ had 
completed the required period of service; disability allowances were granted on the 
sole evidence of the applicants own physician ; no distinction was made in the cost of 

■ New York City Petuion Comminion: Btporl on tKe Tiadi«rt Btttremmt Firnd of the City of New York, UU. 
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retiring men and women; age was not considered as a basis for retirement; *M*'t'itig 
experience outside the city was counted toward service retirement, altho no contri- 
butions were paid for tbis period; and too much reUance was placed on fluctuating 
revenues from miscellaneous sources, 

Tbe Commission concluded tbat the chief problem in establishing a pension system 
is financial, and that the cost cannot be calculated without a knowledge of the facts 
involved and rigid adherence to principles accepted from the start It recommended 
that retirement should be on the basis of age as well as of service, that provision should 
be made for retirement on the ground of disability only when this was adequately at- 
tested by physicians, employed by the pensioning authority, and investigated period- 
ically, that de6nite rules should be laid down to govern cases of service outside 
the system covered by the pension, and that teachers contributions be returned with 
interest in case of resignation, dismissal, or death. Each additional benefit, howev^ 
would mean an increase in the amount of the annual contribution. 

In the opinion of the Commission the financial problem of pensions is complicated 
by a number of fJEictors. When a new plan is substituted for one that has failed, three 
&ctors must be taken into consideration. The first is the problem of obligations 
already assumed or soon to be assumed; the second is constituted by the body of 
teachers in active service; and the third by teachers who will enter the service in the 
future. It was suggested in the report that the city, after careful revision of the list 
of pensions already being paid, assume its obligations, if possible; that in the case of 
the active teaching force, the city assume all the obligations above the amount raised 
by teachers contributions, up to 8 per cent of their salaries, on a new scale gradu- 
ated according to age and length of service. It was estimated that the present value 
of the city^s obligations for these two classes was 927,899,480, which the city could 
liquidate on the cash disbilrsement plan by sixty annual appropriations of %1 ,283,S%0 
each. The teachers appointed in tbe future would enter on the basis of an actuarially 
adjusted scheme. 

The chief problem for the city, which must consider provisions not only for teachers 
but also for employees in other branches of its service, was bow to meet the cost, which 
would undoubtedly be great. Two methods might be employed. The city might make 
amiual appropriations to meet its obligations as they &11 due each year; that is, adopt 
the "cash disbursement" plan. Or, having calculated the future cost, it might set aside 
during the active service of employees amounts which with interest accumulations 
would be adequate to pay the pensions in the future; this is the "reserve" plan. The 
first plan is that most commonly adopted; it is simple and attractive because in the 
beginning the demands to be met are small, only to increase with amazing rapidity. 
The bankruptcy of most current schemes, apart from their inadequate planning, is due 
laigely to the phenomenal increase of the demands. The reserve plan, on the other 
hand, takes into consideration the factor of interest, which accumulates rapidly. It is 
efficient not merely because it is cheaper, but because each contributor can feel when 
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lie pays his own asaesament that the city U matching it with its oontribution, and that 
when the time comes for his retirement these two sums wtU have accumulated a fund 
to pay his expected allowance. Under the reserve plan the expenditure for pensiona 
is reduced to little more than one-half of the ezpoiditure under the cash disbuiM- 
ment plan, the amount to be set aside is a constant factor for both city and employees, 
and each gen^^tion taxes itself to pay its own pensions; under the cash disburse- 
mrat plan the city's share is changing and constantly increaaing, and the burden is 
shifted from one generatioQ to the next A plan embodying the recommendatioas of 
the Commission and its experts, but making certain concessions to the demands of 
the teaching body, was drawn and passed in I9I7. 

The new system is to be administered by a board of seven members, some ex-offi- 
cio, some appointed, and some elected by the teachers. The city will bear the cost of 
adnunistration, of the pensions due under the old retirement plan, and of the accrued 
liabilities, by annual appropriation on the cash disbursement plan. To meet the cost 
of future pensions the contributions of the city will be made annually to accumulate 
a reserve fund, and the teachers will contribute such smns as will yUld, together with 
the city's share, pensions equivalent to half of their average salaries during ten years 
preceding retirement, which will be permitted either at the age of sixty-five or after 
thirty-five years of service. At the time of retirement the teac^ier may choose an an- 
nuity for himself alone, or provision for both himself and his dependents, or other 
ibrms of benefit, approved by the board. Disability allowances are to be granted after 
ten years of service, subject to periodical examinations by physicians of the Retire- 
ment Board, and will be equal to twenty per cent of the average salary from the city 
together with an annuity purchased by the teacher'a own accumulations. Their ac- 
cumulated contributions with compound interest at four per cent will be returned to 
teachers withdrawing from service for any reason, and in case of death additional bene- 
fits of fifty per cent of salary in the year preceding death will be paid to dependents. 
Actuarial investigations are to be made in 1919, 19SS, and every five years thereafter. 
The system is under the general supervision of the State Department of Insurance. 



The Repoet of the Illinois Commission 
The conclusions of the New York City Pension Commission were &lly corroborated 
in the report of the Illinois Pension Laws Commission ' which was issued in 191 6. This 
Commission was appointed by the governor of the state in 1916 to investigate the 
operation of all existing pension laws in the state, to gather information on the 
present and probable future cost of these funds, and to enquire into the operation of 
pension laws in other states and countries. In a survey of the history of pensions in 
Illinois the report brings out significantly the fiict that they are characterized by an 
abeence of foresight, ignorance of the probable future cost of the obligations under- 
> miDoti Panaion Lawi Caiui>i«loD : Seport. UU. 
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taken, and complete absenoe of unifonnity of policy in such matters as contributions, 
age and service qualifications for retirement, refunds in cases of withdrawal, and the 
amount of pulsions, lite Commission concluded that the existing pension funds cov- 
ering policemen, firemen, and teachers were so unsound that it would be imposuble 
to make any patchwork attempts at improvement, and that the only reasonable pro- 
cedure would be entirely new l^slation, based on definite principles, which the Com- 
mission proceeded to consider. 

The Commission accepted the principle that a pension system for public employ- 
ees is essential in the interests of public service in order that continuity of competent 
s^^ice may be secured, that means may be at band to relieve the service of those who 
have become incompetent thru superannuation, and that protection may be afforded 
to employees and their &milies in old age. A sound pension system encourages 
thrift, and is, for the man of small resources, the most advantageous form of safe 
and secure investment by means of savings during the most productive period of life. 
In accordance with this principle the Commission advocated the extension of pro- 
tection to the dependents of employees, a form of protection which is virtually in 
the nature of compulsory life insurance. The pension to employees should be granted 
cmly on the basis of the attainment of a minimum age as well as length of service, 
since "it seems clear that some of the greatest abuses of a pension system come from 
the failure to specify a proper minimum age of retirement." Minimum pensionB, vary- 
ing with the difi«rent services, should be provided and maintained by contributions 
from employers and employees, with extra or surpensions accumulated by additional 
contributions made as salaries increase. The employers contributions should be paid 
in at the same time as those of the employees, since the reserve plan is both a more 
economical and a more secure basis than the cash disbursement plan. All contributions 
made by the ^nployees should be returned with the accumulated interest in case of 
withdrawal from service. The principles recommended by the CommissioD are embod- 
ied in an outline for a standard pension plan, and additional suggestions are proposed 
for bringing existing funds under this plan, in other words, for meeting the accrued 
lialnlities. 

The Massachuretts Plan 

The consideration of sound pension principles combined with the actual or threat- 
ened failure of a number of existing pension systems has borne fruit in recent l^is- 
lation, which falls into two groups. The first teachers pension system to make a de- 
parture from the prevailing tradition was that established in Massachusetts in 1918; 
since that time Erie, Pennsylvania, in 1916, and Connecticut, in 1917, have followed 
the lead of Massachusetts and have adopted almost identical systems. Additional 
study of the subject led to the establishment of a somewhat different plan in New 
York City in 1917, followed in the same year with certtun modifications in Penn- 
sylvania. Both groups are open to certtun criticisms, but both aim to embody sound 
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principles. It is not to be expected that there shall be uniformity throughout the 
country; tbeonlyuniformity that is desirable is that all Bystemsshall be as finandally 
sound as actuarial calculation can make them, and shall secure the ends at which a 
pension system aims. 

The Massachusetts Teachers Retirement Acb was passed in 1913 and came into force 
in 1914 as the result of a careful study inaugurated by state commissions' in 1910 and 
1913. It applies to all teachers in the Commonwealth with the exception of Boston. 
The system is adminiBtered by a teachers retirement board of seven members, includ- 
ing the state insurance commissioner, the state bank commissioner, and the state com- 
missioner of education, three members elected by members of the retirement associa- 
tion, and a seventh member elected by the other six. Membership in the Association 
was made optional for teachers in service and compulsory on all new entrants. The 
system is contributory, and the assessments are determined annually by the retire- 
ment board in accordance with actuarial advice, but are limited to sums equal to from 
three to seven per cent of salaries. Teachers may retire voluntarily at the age of sixty, 
or may be retired by the employing school committee at any time after that age if 
incapable of discharging their duties ; retirement is compulsory at seventy. On reach- 
ing the age of retirement and aAer thirty years of service teachers become entitled 
to an allowance consisting of an annuity purchased with their accumulated contribu- 
tions and a pension of an equal amount paid out of annual state appropriations. An 
option is permitted by which a retiring teacher may accept annuities of smaller amount 
with the provision that these be continued after his death to his dependents, as he 
may direct. In case of teachers withdrawing from service before reaching the age of 
retirement, or in case of death, their estates are entitled to a return of all their con- 
tributions with compound interest at three per cent. Disability allowanoes were not 
included in the original act but were added in 1917, and provide these benefits to teach- 
ers who become incapacitated for continued work in the schods after fifteen yeazs of 
service. While this plan marks a considerable step in advance and opens up a new era 
in the history of teachers pensions in this country, it is still open to the objection that 
it is impossible to predict what the probable cost of the share assumed by the state 
is likely to be in the future on the cash disbursement plan that has been adopted. 
The reserve plan would have defined the state's obligations clearly, and would have 
furnished to the whole system the security that now underlies the teachers contri- 
butions. It should be mentioned, however, that the retirement board is watching the 
development of the system carefuUy, is accumulating valuable information, and has 
the constant advice of an actuary. 
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The Pennsylvania Plan 

TTie Pennsylvania systen, passed in 1917 but not efiective until 1919, is an exam- 
ple of tlie second group, because it represents the tendency to establish funds of state- 
wide scope and because it has not been aflfected by some of the local problems that 
influenced the drafting of the New York City bill passed in 1917. The bill contains 
many of the features of the New York City pension scheme, including actuarial val- 
uations, in addition to one already made, in 1919, 19S1, 1924, and every fifth year 
thereafter. Membership is to be optional for teachers in service at the time of the 
establishment of the system. Retirement will be p^roitted only on the basis of age or 
disability. The fund will be accumulated wholly on the reserve plan. The teachers con- 
tributions will be determined according to age, sex, mortality tables, and interest 
rates, but teachers will have the option of not paying more than five per cent of sal- 
ary each year, and the maximum salary from which deductions will be made vnll be 
SSOOO. Teachers in service at the establishment of the fund will be expected to pay 
contributions only for that part of their service following the establishment, and tiie 
state will meet the cost of the accrued liabilities or the allowance dependent on prior 
sorice. 

In general it is intended that a teacher shall retire on request at the age of sixty- 
two and compulsorily at the age of seventy on an allowance equal approximately 
to half salary, which will be made up of an annuity purchased with tiie accumula- 
tions of the teachers contributions and a state annuity of one one-hundred-sixtieth 
of final salary for each year of service. The method of calculating the state's share is 
open to the objection that a teacher is not in a position to know what pension he may 
expect until he has retired, and to the danger that the system may be exposed to the 
not unknown abuse of sudden advances in the final salary which is the basis for tite 
granting of pensions. On retirement teachers have the choice of a number of options : 
(a) to receive their allowances in monthly instalments; or (6) to receive reduced pay- 
ments with the provision that any sums remaining at death shall be paid to heirs or 
assigns; or (c) to receive reduced payments with payments to a designated beneficiary 
thru life ; or (d) to receive such other form of actuarial equivalent as may be approved 
by the Retirement Board. Disability allowances will be granted after ten years of ser- 
vice, and will be equal to at least thirty per cent of final salary, rising to a maximum 
of eight-ninths of the amount of the allowance which would have been due, had the 
teadier been able to continue in service until the age of retirement. Hie disability 
provision is well protected and requires frequent phyucal examinations. If a teaclier 
retired on the basis of disability should recover sufficiently to pursue some gainful 
occupation, the amoont of the allowance may be reduced by tbe amount thus earned. 
Refunds of total contributions are provided for with interest compounded at four 
percent. 

It is estimated that the present value of the benefits that would accrue to the 
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42,727 teachers nov in service would amount to 960,S87,6fi7, of which 922,798,661 
would be contributed by the teachers and 987,798,993 by the employers. To accu- 
mulate the employers share would require the annual appropriation of a sum equal to 
5.6 per cent of the payroll for teachers now in service, or about $1,500,000 annually, 
and to 2.75 per cent for future entrants, banning the first year with about {25,000, 
The act does not apply to those school systems that already have a pension plan 
in force unless two-thirds of the teachers petition to join the state system. While the 
state will administer the fund thru the Retirement Board of seven members, — the 
Superintendent of Public InstrucrtJon, the State Treasurer, one member appointed by 
the governor, three members elected by the teachers, and one member elected by the 
board, — and will guarantee the financial soundness ofthefund,theact provides that 
the state shall be reimburaed by the employers of the teachers throughout the state 
to the extent of one-half of the amount paid by it to meet the fiitare costs of the 
pensions. The intention of this provision is clear; it is an effort on the one hand to 
interest the local employer in the welfare of teachers, and on the other to distribute 
the cosL But however laudable these purposes may be, the principle is open to sev- 
eral objections, of which the strongest is that since the act provides that the state 
may reimburse itself out of money due to local education authorities for school pur- 
poses, the school expenditures may be crippled to that extent. If the state desired 
to share the cost of the pensions, this should not have been done at the expense of 
the schools. The burden of the cost may tend to discourage local authorities &om 
raisiog salaries, or lead to the employment of only low-salaried teachers, and to this 
extent the migration of good teachers may be checked. A state pension system, state 
maintained in reality and not in name only, would result in putting into practice a 
principle that is be^nning to be established, that teachers are servants of the state; 
it would tend to consolidate the profession and break down the rigid and artificial 
barriers between rural and city school teachers; and, finally, it would contribute 
toward a general raising of standards based on a community of professional interests 
and a recognition of community 8ervio& 
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SUGGESTED SYSTEM OF RETIRING ALLOWANCES 

FOR TEACHERS IN THE PUBLIC SCHOOI3 
OF THE STATE OF VERMONT 

The Suggested System 
The following system of retiring allowances embodies the advantages 
and avoids the dangers that are discussed elsewhere in this Bulletin. It 
is much simpler than any system now in existence. Each teacher may 
have a formal contract It is based upon exact information concerning 
all of the teachers that it is designed to protect Such information, altho 
essential to the soundness of any pension s}rstem, has never before been 
collected for any state. In making it available for the presoit study, the 
Commissioner of Education for Vermont, Dr. Milo B. Hillegas, and the 
teachers of the state have performed a national service. Altho adapted 
to educational conditions in the State of Vermont, it is believed that 
this system can be easily adjusted to \h.e conditions in any other state. 

I. Adhinistkation 

1. A Teachers Pension Board of five members: 

two elected by the contributing teachers for terms of three 

years, 
two representing the state (probably the Treasiuer and the 

Commissiraier of Insurance), 
the Commissioner of Education. 

2. Cost of Administration: 

To be appropriated in advance by the state at each meeting 
of the legislature, in accordance with a budget presented 
by the Board. 

II. Membebship 

1. Compulsory for all teachers entering the service after the in- 

auguration of the system; 

2. Optional for those already in service, if the option is exercised 

within one year from the inauguration of the system. 
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III. Retibememt 

1. On the basis of Age: 

Optional at 60 or later for women, 

at 65 or later for men; 
After 80 years of service, 

20 of this in the state; 
Compulsory for all at 70. 

Allowance : The sums contributed annually by the teacher 
and the state, accumulated at compound interest of at least 
4 per cent, applied at the time of retirement to purchase 
annuities on ttie basis of McClintock's Table of Mortal- 
ity Among Annuitants and 8^ per c«it interest. The 
teacher may, if he or she desires, choose at retirement: 
(1) an annuity covering his or her life alone, or 
{2) one guaranteeing also the return of the contributions 

remaining after his or her death, or 
(8) an annuity for life followed by a life pension for his 

widow. 

2. On the basis of Disability: 

After 6 years of service in the state, 
on the approval of the Board, after certification of total 
inability to teach, by the physicians of the Board and of 
the teacher; 

An annuity based upon the siuns accumulated on the basis 
of McClintock's Table of Mortality Among Annuitants 
and S^ per cent interest, with an additional annual pay- 
Taent from the state sufficient to make the total annual 
pension equal to one-half of the average annual salary 
throughout the teacher's entire period of active service 
in the state. If, after retirement, the teacher should die 
before receiving in the form of an annuity all of the accu- 
mulations up to the time of his disability from his own 
and the state's annual contributions on his account, the 
balance will be paid to his family; 

Allowance continued during agreement as to the teacher's 
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total disability, by the Board, its own and the teacher's 
physicians, after annual medical examinations. 
The cost to the state of its share of these allowances cannot 
be estimated exactly unUl there is a larger accumulation 
of experience with r^ard to the disability of teachers. In 
other systems the cost of retirements on the basis of dis- 
ability has been about one-tenth of those on the basis of 
age. 

IV. Retirehent of Teachebs now in Service 

1. Teachers who are under forty-five when they enter the sys- 

tem will retire on the basis of the accumulations of their 
contributions and those of the state for them, as in the case 
of teachers who begin to contribute when they enter the 
service. 

2. Teachers who are forty-five or over when they enter the sys- 

tem will receive, in addition to the allowance based upon 
the accumulations as in 1, an annual payment from the state 
sufficient to make the total annual pension equal to one- 
half tiie average annual salary throughout the teacher's 
entire period of active service in the state, as in the case of 
teachers who retire on the basis of disability. 
The maximum cost to the state of these extra payments for 
teachers who axe forty-five or over on entering the sys- 
tem, if the payments are made after the retirement of the 
teacher, will be from about $5000 a year at the beginning 
of the system to about $85,000 a year after fifteen years, 
from which point it will decrease steadily until it disap- 
pears in about thirty or forty years thereafter. If the pay- 
ments of the state are made, like those of the teachers, 
annually, in advance, they will begin at about $60,000 a 
year, and decrease steadily until they disappear in about 
twenty years, their total being only about two-thirds as 
great These estimates are based upon McCiintock's Table 
of Mortality Among Annuitants, and the supposition that 
all teachers will retire at the minimum ages on allowances 
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averaging one-half of their present salaries. (See Table 
III, page 89.) Both of tiiese assumptions are conservative. 

V. CONTRIBTJnONS 

1. Reqiiired or optional: 

A- Required of all teachers entering the service after the plan 
is adopted: 

B. Optional for teachers in service when the plan is adopted, 
if they exercise the option within one year from the in- 
auguration of the system: 

2. Amount: 

A. By teachers annually, — 

Five per cent of their current annual salaries, with a 

minimum of $16; 
Up to any sum the teacher cares to contribute. 

B. By the state annually, — 

Equal to the payment required of the teacher and paid 
into the fiind at the same time, with a maximum of 
5 per cent of the teacher's salaty in the year of pay- 
ment and a minimum of $16. 
The cost to the state of its share of these allowances will 
begin, at the inauguration of the system, at about $6000 
a year, — that is, $16 for each of the 875 new teachers — 
and increase to about $67,000 a year, — 5 per cent of 
the present salaries of the present number of teachers. 
This sum will increase slowly as the size and the sala- 
ries of the teaching staff increase, but it will never be 
more than approximately S per cent of the total pay- 
ments for salaries. 
Probably one-half of these payments will return to the 
stat^ because of the early death or withdrawal of teach- 
ers from service. 

VI. Accumulations 

To be credited, in individual accounts, with compoimd interest, 
a rate of at least 4 per cent per annum being guaranteed by 

the state. 
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Roug^y, the contributicm of a dollar a year be^iin at the age 
of 20 or 25 will yield a man a dollar a month for life, begin- 
ning 40 years hUx. Annuities for women cost about a fourth 
more. 

The exact accumulation at 4 per cent compound interest of any 
sum contributed annually, beginning at any age from 20 to 45; 
the exact annuity for life that any accumulation will provide, 
and the exact cost of any desired annuity according to Mc- 
Clintock's Table of Mortality Among Annuitants and 8J per 
cent interest, beginning at any age from 60 to 70, are given in 
Tables I and II on page 88. 

VII, RETUIOf OF CONTEIBOTIONS 

1. Of the teacher: 

A. In case of 

resignation, 

dismissal, or 

death before retirement, — 
All of the teacher's contributions with compound in- 
terest at 8J per cent will be returned to the teacher 
or to his or her family. 

B. In case of 

early death after retirement, — 

If, upon retirement, the teacher has chosen this form 
of annuity, \he unexpended balance of the teacher's 
accumulation will be paid in Instalments to his or 
her family. 

2. Of the state: 

A. In case of a teacher's 
death, 
withdrawal, or 



After the completion of six years of service in the state, 
the state's contributions on his or her account, with 
their accumulations at 8^ per cent, will be returned 
to the teacher or to his or her family. 
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B. In case of such 
death, 
withdrawal, or 



Before the completion of six years of service in the 
state, the state's contributions on his or her accoimt, 
with their accumulations, will be placed in the Re- 
serve Fund, for the general purposes of the system. 

VIII. Accounting 

The system shall be audited annually, and a detailed report of 
all of its activities shall be presented to each meeting of the 
legislature. 

IX. AcnTARiAL Valuations 

The system shall be studied actuarially, preferably by a differ- 
ent actuary, at least every three years. 

The Board shall have power to change the scale of contribu- 
tions, in accordance witii actuarial experience, for teachers 
entering into the system thereafter. 

X. Adjustment to Present System 

The moneys of the Vermont State Teachers' Retirement Fund 
Association shall be placed in the new system, to be used 
only fw the benefit of the teachers for whom they were pro- 
vided. 

XI. Reserve Fund 

1. Gifts and recdpts from any sources other than those already 

mentioned ; 

2. Returns to the state of its contributions on account of 

early deaths or 
withdrawals from the service; 
8. Balances that may accrue because of 
conservative interest, or 
mortality rates, or 
other causes; 
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4. And any other savings, 

shall be placed in a Reserre Fund, 

to be kept in part, according to the judgment of the 

Board, for contingencies, and 
to be used in part, according to the judgment of the 
Board, for 
administration, 
accrued liabilities, or 
any of the other purposes of the pension system. 

XII. Change of Ruizes 

Any of these rules and regulations may be changed by the 
Board in the interests of the whole body of teachers; 
Such changes, however, shall affect only the teachers who 
enter the system after their adoption, or other teachers 
who may prefer them to the earlier rules. 
The entire contract with each teacher shall be carried out on 
the basis of the rules and regulations in force at the time of 
that teacher's entrance to the system, unless he may agree 
formally with the Board to come under later rules. 



Statistical Basis 
Of the tables wMck follow, laTidllwerefurmskedbySamuelS. Hall, 
Associate Actuary of the Mutual Life Insurance Con^ny of New 
York, who also approved Table III. Tables III to XV, incbtsive, were 
prepared by the authors of this Bulletin, from information furmshed 
by the teachers of Vermont, thru their Commissioner of Edtication. The 
circles and Bites on the tables indicate the representative, median expe- 
rience. 
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TABLE III 

Additional Cost to the State fob Teachees now 45 oe Ovee 
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TABLE IV 
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TABLE V 
DiSTBiBunoN OF Men Teachers bt Ycak of Bibth 
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Theory and Principles 

RETimBHKNT BoAKD 

A small board is recommended id order to secure administrative efficiency and a sound 
Bjrstem of centralized responsibility. The state is represented by those executive officers 
who h&ve charge of finance and insurance ; the commissioner of education is included 
as representing both the state and the teachers. In some states it may be desired to 
include also the attorney-general and a third representatiTe of the teachen. In ac- 
cordance with generally accepted principles it is advisable that the representatives 
of the teachers should be elected at lai^ to serve for periods that are long enough to 
give them familiarity with the problems that they are to haitdle; a term of at least 
three years would probably be a satisfactory period. The terms of swice should over 
1^ in order to secure continuity of policy and the necessary knowledge of details on 
the part of the majority of the members at any one time. It is not desirable to pay 
members of retirement boards more than will compensate them for any loss of income 
incurred thru att^idiug to the business of the board. 

The chief function of the board is to tntae by-laws and r^ulations to carry out 
the purposes of the act, and to supervise, subject to the necessary expert advice, the 
management of the fund. In the majori^ of pension systems the boards have beoi 
^ven discretionaiy powers to make changes, as for example in prorating pensiona, that 
affect the interests of teachers who are already in the service. Such discretionaiy powers 
are too wide. In order to maintain the confidence of participants in the system, sound 
policy requires that changes either in the amount of contribution required or in the 
amount of retiring allowance to be paid should be made only on the advice of actu- 
aries after au investigation of the iund, and that such changes should apply only to 
future entrants into the system, altho teachers already in the system may accept the 
changes by formal amendment of their contracts. 

Theadministrationofasystem involving such a small number of teachers as those 
of Vermont does not necessitate the permanent employment of an actuary, altho the 
services of a consulting actuary may be retained. An actuarial investigation at least 
every three years, however, is essential for security. Hie sound administration of a pen- 
non system requires at the inauguration the elaboration ofa careful system of records 
and accounting which in themselves are an important element in securing soundness. 
Of existing systems only those of Massachusetts, Connecticut, and Erie, Pennsylvania, 
and the new systems of New York City and Pennsylvania, all in their infancy, have 
provided for the keeping of accurate records. A system of records, organized on 
the advice of on actuary, forms the basis of occiu^te pension r^Kirting, for which do 
good standard has yet been developed. 

IktEUBEBSRIP 

The principle that membership in a pension fund should be compulsory for all new 
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teachera is now widely accepfced. Compulsion in such cases does not involve any hard- 
ship if it becomes generally recc^ized that the acceptance of tlie provisions of a pen- 
sion act is one of the conditions of appointm^it. Compulsoiy membership in a pen- 
sion fund is essential not merdy in older to afford every teacher some protection 
against dependency in old age, but it is only on this basis that school authorities can 
relieve the system of teachers who become inefficient, without imposing undue bard- 
ships. At the same time a well-organized pension plan tends to encourage thrift, and 
may perform the same function as a savings bank in which the teachers deposit not 
only the contributions required under the plan but any sums above this that they 
desire. Membership cannot be made compulsory for teachers already in service because 
many of them may have made arrangements for protection against life contingen- 
cies, or may have incurred other obligations that would make the requirement of a 
contributioD to another fund impossible, or they may be so old that the necessary 
actuarial contributions required from them would be too burdensome. It is, however, 
advisable to afford these teachers such inducements as are possible to become mem- 
bers of the system for tbe same reasons that are given above. These may properly take 
the form of meeting in whole or in part the accrued liabilities by appropriations from 
the state treasury. 

Teachers in service at the time of the passage of a pension act, provided that special 
arrangements are made for them, may be required to declare within one year after its 
establishment, whether they will become members of the pension system. This require- 
ment leaves the teacheis ample time for a consideration of all the conditions involved 
and enables the authorities to obtain an early estimate of the state's future obliga- 
tions. A longer postponement would involve either increased assessments or smaller 
pensions. It should be understood that teacheis who give a declaration in writing 
of their intuition not to avail themselves of the provision of the act have no claim, 
sentimental or otherwise, on it either for disability or retiring allowances, since the 
one aim of the plan is to avoid the complications of a discretionary measure and to 
ensure stability by careful actuarial calculations of the future cost. 

Retibeiiekt 

Hie proposed measure provides for the retirement of teachers on the combined basis 
of age and service. Most existing plans that provide for retirement on the basis of ser- 
vice alone are in danger of financial instability. Under these systems teachers may 
spend from one-third to tme-half of their adult lives in retirement, or nay retire at 
the time of their greatest efficiency, since such systems enable a teach^ to retire at as 
early an age as forty-five or fifty. Measures of this kind are not only opposed to the 
interests of society, but they are almost impossibly expensive, and since the rates of 
contribution in most systems have not as a rule been actuarially calculated to [novide 
for such early retirement, the funds tend to be diminished very rapidly, witli the re- 
sulting bankruptcy of the system within a few years. Retirement on the basis of age 
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alone is inequitable, since the employer''s contributions to the pension fund are made 
in recognitioQ of service rendered, in order to furnish protection for the employee in 
old age. It is desirable to place the age of voluntary retirement lower for women than 
for men; the present plan places the age of voluntai^ retirement for women at 60 
and at 65 for men. It is essential to remember, however, that rince actuarial statistics 
show that women are longer-lived than men, the same accumulations will purchase 
lower annuities for them than for men, or, to put it in anotha: way, the same annuity 
will cost more for women than for men. The ages of 60 and 66 are the ages for volun- 
tary retirement; it is proposed that no teacher be permitted to remain in service after 
the age of 70. Since the pension protection is provided, such compulsory retirement 
imposes no hardship. The existence of the pension protection also affords a justifica- 
tion for the compulsory retirement by a school committee of a teach^ at the age 
of 60 or 65, if by his retention the efficiency of the school concerned appears to he 
impaired. Thirty years has been taken as the service qualification in the present plan, 
of which twenty years must be in the State of Vermont. Service outside Varmont is 
recognized on the principle that failure to include such service may tend to discour- 
age the mobility of the profession. 

RiTriRiNG Allowance 

The amount of retiring allowances for future teachers and teachers below the age 
of forty-five who are in service at the time of the introduction of the pension plan 
will he determined by the amount contributed annually by and on behalf of each 
teacher, by Uie rate of interest earned or guaranteed by the fund, and by the rates 
of mortality; in other words, the retiring allowance will be the annual sum that can 
be purchased by the accumulations standing to a teacher's credit at the time of re- 
tirement. Such sums can be predicted with scientific accural^ by the actuaries, and 
the teacher is all the time in a position to know exactly how much retiring allowance 
may be expected in return for any given contribution, or how much must be con- 
tributed in order to secure any desired allowance. Under this system teachers, if 
they BO desire, may obtain contracts setting forth these expectations. McClintock's 
Table of Mortality Among Annuitants, recommended here, with interest at 3( per 
cent, is the table most generally required by the state laws in calculating annuities. 
The experience of the system may result in tables representing the expectations of 
teachers even more closely. This plan avoids the complications that arise in many 
systems which base the retiring allowance on the salary received by the teaches at 
the time of retirement or the average salary for a few years preceding retirement, ot 
by the payment of a flat rate, or by calculating it on the basis of service. The course 
of salaries cannot be predicted over a period of twenty-five, thirty, or more years, and 
to calculate a pension on such a basis introduces an element of guesswork, since nobody 
can foretell wheth^ the accumulation of the annual contributions pud by the teacher 
and the employer will or will not yield a pension related to the salary at the time of 
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retuanent. The chief objection to the flat rate — that is, the same pension to every 
teacher — is that its coat is more burdensome on the low-salaried teacb^ than on the 
teacher enjoying a high salary, and on the younger rather than on the older teacher, 
assuming the apniml contribution required to be the same for all ; further, it has gen- 
erally failed to serve as an inducement to the hi^-salaried teacher to retire before the 
compulsory age for retirement is reached. Hw determination of a pension on the basis 
of a certain sum for each year of service is open to the same objections as the flat 
rate, and has the further defect that the pension proposed under this plan bears no 
relation either to salary or to contribution. 

Salary has, however, been taken into account under the present scheme in so far as 
it is expected that each teacher will contribute toward a retiring allowance that will 
enable him to continue on somewhat the same standard of living in retirement as in 
active service^ In order to enable teachers to make such arrangements as may best suit 
their circumstances, the plan gives them the opportunity of increasing their contri- 
butions as their salaries increase, and of selecting one of three options at the time of 
their retirement. 

DlSABIUTT AlLOWAMCBS 

The administration of disability allowances has been surrounded hith^to with con- 
siderable difficulty. The appeal of sentiment in &vor of the teacher who is incapaci- 
tated for further work on account of mental or physical disability has been almost 
OS great as in the case of incapacity due to old age. One cause of the difficulty is that 
as yet there are but meagre statistics available to indicate the incidence of complete 
disability among teachers as a class. The probability is that it is not great, but hitherto 
disability claims have usually been presented and accepted on the testimony of the 
applicant's own physician without further check. It is here proposed that disability 
allowances be granted only on the certification of both the physician attending the 
teacher and of physicians appointed by the Board of Retirement. In order to guard 
against the continued payment of an allowance in cases where disability has been 
overcome, it is recommended that a teacher who is granted a disability sJlowance be 
reexamined by his own and the Board's physicians once each year. This implies the 
reentranoe into service of the teacher whose health is restored. 

The great variety of practice in this field appears in the number of years of service 
that are requiredas a basis for the granting of a disability allowance and in the amount 
of the allowance in different systems. The service requirement varies, in different sys- 
tems, from two to thirty-five years, and the amount of the disability allowance varies 
from a sum determined at the discretion of the Board concerned to a sum bearing 
the same ptopcation to a regular retiring allowance as do the years of service before 
disability to the total period of service required for retirement 

Until such time as a medical examination is required for entrance upon teaching, 
it would seem advisable to establish the principle that the minimum length of service 
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after which a teacher niay become eligible to a disability allowance should be that 
whidi is generally recognised as qualifying for permanent appointment. In the caae 
of Vermont this period tends to be six years; accordingly the state will permit teacben 
who are totally incapacitated for further teaching to retire on a disability allowance 
after this period. Uutil more information on the subject of teachers disability has been 
accumulated, it would be advisable to determine the amount of the disability allow- 
ance so far as possible on the same basis as the retiring allowance, that is, the annuity 
that can be purchased with tlie accumulations standing to the teacher's credit. Since 
in the case of early disability such an annuity would be very small, the state may 
properly assume the cost of the dtfierence between thu annuity and half of the teach- 
er's annual average salary during the entire period of his active service in the state. 

CONTRIBDTIOKS 

The amounts that teachers may be expected to contribute annually are determined 
most simply by the fact that they bear a definite relation toward their retiring al- 
lowances. It would be inequitable to permit teachers to contribute such small sums 
annually that the annuity that could be purchased with their accumulations would 
hardly be sufficient to maintain life. On the other hand, it would he unj ust to require 
such high annual contributions that teachers would feel too great a burden on their 
present expenditures. It is advisable that teachers should be required to contribute 
such annual sums as will together with contributions from the state ultimately yield 
an annuity that will keep them in comfort in retirement. In general, such an annuity 
is equivalent to about one-half of the average salary at the time of retirement and can 
be purchased with the accumulation of annual contributions equal to about 5 per cent 
of salary, duplicated by the state's contributions. Since salaries in Vermont are not yet 
large, a minimum contribution of S16 a year is required, even tho this be more than 
6 per cent of the initial salary. Since the tand here proposed guarantees interest at 4 
per cent, it may prove an encouragement to thrift to permit teachers to increase their 
annual contributions up to any sum beyond the required minimum, the additional 
accumulations serving to purchase higher annuities. In such cases, however, the state's 
contributions would he limited to a sum equal to 5 per cent of the teachers salaries. 

As a consequence of the principle that the justification of a pension system is based 
as much on the requirements of public service as on the desirability of furnishing pro- 
tection for teachers in their old age, it is now generally accepted that the state should 
share equally with the teachers the cost of the retiring allowances, except in the case 
of those teachers who are so old that the annual actuarial contributions that would 
be required to purchase them a reasonable pension would be too burdensome. But for 
the younger teachers and for new teachers it is desirable that the annual conbibu- 
tions of the state should, within the limits provided, duplicate those of the teadiers 
and be paid into the fiind at the same time. 

The requirement that the state shall make its payments on behalf of teachers at 
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the same time as the teachers is based on the principle that this plan, known as 
the reserve plan, is the cheapest and safest both for the state and the teacher. The 
state mi^t meet its obligations for pensions by annual appropriations as the needs 
arise. It has been found that this method, the cash disbursement plan, vbile perhf^ 
cheap at firet, becomes too burdensome and may rise as high as one-third of the 
annual salary roll of active teachers. This burden may become so excessive that relief 
may be sought by prorating pensions with the consequent disappointment of the 
teachers expectations. Under the reserve plan, on the other hand, the cost always 
remains uniform, and need not rise above 5 per cent of the cost for saliuries in any 
one year, and may be limited to that amount, as in the present plan. AdvMitage is also 
taken of the interest rate, which after a few years yields very rapid accumulations. 
Thm one dollar set aside each year for thirty years at 4 per cent compound interest 
would become S58.SS, and in forty years $98.82. A Airther advantage of the reserve 
plan is that, if combined with the practice of keeping individual accounts for each 
teadier, the accumulations necessary to purchase the allowances for a retiring teacher 
are always ready to hand, and the dangers attending a syston in which the funds are 
pooled are absent. 

Teachers who have been in service for some years before the introduction of a pen- 
sion plan, and upon whom the burden of paying sufficient contributions to secure an 
adequate retiring allowance would be excessive, constitute a separate problem. No 
difficulty would arise if a pension system were established wholly for future entrants 
or for a body of young teachers. The presence of the older teachers gives rise to the 
difficulty of meeting what are known as accrued liabilities. Membership in the fund 
remains optional for them for the period prescribed, but once they join, they must 
contribute r^ularly. It is here recommended that they contribute annually the same 
percentage of their salaries as other teachers in service, but that the state pay annu- 
ally on their account, in addition to the ordinary duplication of the teachers contri- 
butions, such sum as with the other accumulations will provide an annuity equal to 
half of the average annual salary of a retiring teacher throughout bis period of ser- 
vice. These additional sums needed to meet the accrued liabilities make a pension sys- 
tem costly for a time only ; they decrease and ultimately disappear entirely. Failure to 
recognize that teachers in service require a provision different from that for future 
entrants has been the most frequent cause of the breakdown of p«isi<Hi plans. 

AcCITHnLATIONS 

Following the principle observed in savings and insurance systems, it is desirable that 
the contributions of both the teachers and the state be kept in individual accounts 
credited to each teacher up to the time of retirement. In most of the existing systems 
all funds are credited to one account; where the funding has been inadequate this 
method has resulted at first in the payment of pensions in fiill, then pro rata, and 
finally in bankruptcy, the younger teachers in effect contributing toward the pay- 
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meDt of the pensioDS of their older colleagues instead of toward the accumulatioD of 
a fiind for themselves. 

It is advisable, and in the preseat prospects of the investment market entirely pos- 
sible, for the state to guarantee interest to the fund at 4 per cent; any sums that may 
be earned above this may be placed in a reserve fund or be employed to reduce appro- 
priations. 

BinUBK OF CoNTBIBUnONS 

One of the results of the merely sentimental and philanthropic <diaracter of many 
pension funds has been the unwillingness to return contributions to teachers who 
withdraw from service owing to resignation, dismissal, or death. A scientifically 
planned system will return not only the teacher's contributions, but after a period 
of service those placed to his credit by the state. It follows, since funds are kept in 
individual accounts and provision for the future pensions is made on an individual 
basis, that this can be done safely without curtailing the rights and expectations of 
other members of the fund. Further, since the new systems are based on the savings 
plan and aim partly to encourage thrift, a teacher's contributions are regarded as his 
own savings atid always belong to Mm. The state's contributions are paid to a teach- 
er's credit to serve at once as a consideration for service and to meet a future contin- 
gency; it is doubtful whether it can be satisfactorily argued that a teacher's right in 
these payments from the state inures from the first year of service. On the basis, how- 
ever, that the state's payments are regarded as deferred pay, the state's contributions 
may be returned to a teacher withdrawing after a continuous service of six years, the 
period necessary to qualify for permanent appointment. The total amount, therefore, 
standing to the credit of a teacher who resigns, or is dismissed, or dies before retire- 
ment, may be returned with interest at 3J per cent, the diflerence between the rate 
for withdrawal and the rate for retirement being considered as some return for 
the protection afforded during the period of service, and being used to pay for the 
cost of administration. ^Vhe^ such accumulations are small, it is most convenient to 
return them in a lump sum. When they are considerable in amount, it may be better 
to allow them to remwn and accumulate until the time of retirement as the basis 
of a partial annuity. 

In Qie case of a teacher who dies after retirement before the total fund standing 
to his credit has been exhausted in the payment of his retiring allowance, the un- 
expended balance may be returned to his family with interest at 4 per cent, provided 
that this form of option has been selected. 

Actuarial Valdations 

Until within the last three years few pension systems in the United States were es- 
tablished with the advice and help of actuaries. They have been resorted to usually 
when a fiiud was approaching bankruptcy. In order to establish and muntain the sta- 
bility of a fund, it is essential that actuarial cooperation be secured before the or- 
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ganization of a system and employed periodicaUj during its existence. This is all the 
more necessary at present because of the absence of special professional statistics that 
tell the story of a teacher's career. Little is known about the length of service, lon- 
gevity, or disability of teachers. Even if the teaching profession shows the same expe- 
rience as the ordinary tables, the actuary's assistance is still necessary. It is essential, 
therefore, that pension ^sterns should be actuarially sound at their inauguration, 
and that the soundness should be maintained by periodical investigations. It is es- 
timated that such investigations should be conducted at least once in three years. 
For most plans the permanent appointmeut of an actuary is unnecessary af^ the 
initial organization has been eSeded and a good system of forms, records, and book- 
keeping has been introduced. The latter are no less necessary than the periodical in- 
vestigations, for they alone can furnish the basis for sound and accurate reports which 
will serve in turn as the basis for the state's appropriations and for publicity, in itself 
a strong element of stability. Annual reports based on information secured in this way 
furnish the best safeguard for any particular system and an essential means of pro- 
moting a more accurate and scientific knowledge of the principles tliat should underlie 
pension systems in the future. The whole problem of pensions is not only actuarial, but 
also economic, professional, and sociaL 

Cbasoe of Rdlbs 

From time to time, as more accurate information accumulates about the teacber^s needs 
and wishes, or as an actuarial investigation may suggest, a change in existing rules 
may appear desirable. Under most existing systems this power ia left to the Board 
of Betirement or to some corresponding board. Usually boards are permitted to pro- 
rate the pensions of those who have already retired, or are about to retire. It is un- 
just to grant such power unreservedly to any board, and the need for Miy sucb changes 
is obviated by organizing the system with as much scientific accuracy as possible. The 
power to change rules is essential for the adjustment of the system to Aiture contin- 
gendes, but it is ^r to employ sucb power only as it affects the interests of teachers 
joining the system subsequent to the introduction of the changes. Any alterations in 
the contract existing between Uie pension fund and the teachers in service is permis- 
sible only by formal agreement with the teachers concerned. 
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SUMMARY OF TEACHERS PENSION SYSTEMS 

A STDDV of 67 pension plans for teachers in the United States, representing twenty-five 
states and sixty-four counties and cities, shows that the movement for such pensions 
is recent but widespread, and still extending. Generally the systems are administered 
by special boards, in which the teachers constitute a majority. Provision is as a rule 
made for retirement on the basis of service and of disability, but usually only for teach- 
ers entering the service after the establishment of the system. Funds are in most cases 
provided by teachers contributions and by public appropriations in approximately 
equal amowits, but the funds arranged for are frequently insufBcient to pay the pen- 
sions that have been promised. 

Hie first system of teachers pensions to be established in the United States was that 
of Chicago, which was inaugurated in 1 898. Before the year 1 900 seven other ByHtems 
had been founded. Before 1910 there were 83 more. More than half of all of the sys- 
tems (86), however, have come into existence since the banning of 1910. Our general 
experience concerning teachers pensions, therefore, is still very brief, — and this in 
spite of the fact that there are some questions concerning pensions that experience 
alone can answer.* 

Tliere are now state wide pension systems for teachers in 21 states, permissive ays- 
tems in i others, and local systems in 9 more. Thus S4 states are represented in the 
movement.' 

The existing pension systems are sometimes administered by the superintendent or 
commissioner of education, sometimes by the Board of Education, but in nearly four- 
fifths of the systems tha?e is a special pension board, or commission, or committee. 
Ilieae boards have from three to eleven memboB, but two-thirds of them have five or 
seven. Nearly all of these special boards (49 out of 51 reporting) include representa- 
tives of the teachers, who are generally (42 out of 49 reporting) elected by the teach- 
ers themselves. In slightly more than half of the boards the teachers representatives 
constitute a minority. As, however, the superintendent or conuniasioner of educa- 
tion is generally an ex-offiao member, it may be said that the teachers representatives 
generally constitute a majority.* 

In nine-tenths of the systems (47 out of 52 reporting) membership is compulsory for 

new teachers. Membership has been optional for the teachers already in service at the 

' Ycua of oUblliliment of n fntemi reiwrtlnB; isw, INS, \WK (a), lan (a). lass (a). Imh, imi. isn, iMXt. isn W, 
ISM (e). IMS <s>, 1010. 1011 (s), 1913 (O, IBIS (7). IB14, lau) (s), itni (x>. wa («). 

* Sttte ■rrtenu: Arliaaa. CBlltbrDla, Coonecticut nilnoU, IndiBiu. Maine. IIbttIuxI. Ua^biuetts, Ulchicui. 
MlnDcaaU, Uantus, Nenda. New Humishln, New Jener. New York, Nortb Dakota, FemuylTanla. Rlkode Iiland, 
VenDODt-VirKlDla. WlKODiln. 

PermtaalTe lyitniu: Colorado, Keatockr, OCAa, Utah. 

Local lyitema ; Delaware, Eanm, LoulaEana. MlHonri. Nebnika. Otecon, SonUi Caitillna, TenneHee, West Tlr- 
cinla. 

■ Direction of tn Dcnilon ijMenu reDorUnc : Saperintendent or canimbBl«Mir 8. Boud of Edaeatkn 10, ipecla] pen- 
■ion board, commlHlnn. or oommftteeM. 

Siie of Bl apecla] boarda rcportinrr ; S (B), (IT), 0. 1 tl5), B.9 (S), U (4). 

Teacher* repreKnlatlTH on U boarda reportinc Minority (SI): V«. V. (», i/r (» V«, 'A. V* (8), •/» Ul). *A: 
majority CW): */U (8), »/» (4). */1. '/» (8), »/« 0). »/r O). 8. 
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SUMMAKY OF TRA.CHERS PENSION SYSTEMS 71 

inauguration of seven-tenths of the systems (S7 out of 62 reporting). This illusttates 
the difficulty of providing fully for the retirement of teachers who are not in position 
to contribute their full share of the expense, — the difBculty that is known as the prob- 
lem of accrued liabilities. 

In all the systems retirement is on the basis of from 20 to 40 years of service, most 
frequently 30 years (82 out of 80 provisions). About one-half of the systemB (29 out of 
67) make provision also for retirement on the basis of age, at firom 50 to 75 years, most 
frequently 60 years, for both men (18 out of 26 provisions) and women (II out of 26 
provisions). Nearly six-sevenths of the systems (57 out of 67) have provisions for disa- 
bility, usually a proportion of the full pension equal to the proportion of the full years 
of service completed before retirement.^ 

Teachers contribute to the funds in about six-sevenths of the systems (57 out of 67), 
most frequently (34 out of 57) 1 or 2 per cent of their salaries. In about six-seventha 
of the systems (54 out of 67) public funds are supplied also, from incidental sources 
(46 instances), school (12), or special taxes (18), deductions &om teachers pay (9), or, 
in nearly three-sevenths of the instances (28 out of 67), &om direct appropriations. 
The public contribution is not related to that of the teachers in as many systems as 
would be expected (only 14 reported). Where it is so related it most frequently equals 
the contribution of the teacher (9 out of 14 reporting),* 

Return of the teachers contributions in case of resignation is provided for in about 
one-half of the systems (80 out of 67), the refund being moat frequently one-half of 
the contribution, without interest (19 out of 29 reporting). Return in case of dismissal 
is provided in about one-half of the systems (85 out of 67), this refund nearly always 
being (22 out of 34) all of the contribution without interest. Return in case of death 
is provided in about one-third of the systems (20 out of 67), this refund being some- 
times one-half (12 instances) and sometimes the entire contribution (9 instances), usu- 
ally without interest,* 

The financial experience of these systems is, as has been said, yet brief. The repre- 
sentative salary (the median of averages ranging from $841 to $1887) of the teachera 
in the 68 systems reporting is $730 a year. The representative pension in these sys- 
tems(58 reporting) is $500 a year (the median of averages ranging from $180 to $800). 
The representative total contribution on the part of the teacher is $510 (the median 

> Scrrlce fOr Tetlnrnent : » ynra (.1). 2B ycaci Qt), 90 yun (SI). W Vean (14). 40 yam (7). 

Are fbr retinsnwDt : Uen : SO, se. «0 (13). 03. W (4), 70 (S), IB: women : W (S), W <3). W (11). (B. « (4), 70 (B), TD. 
• Temchen coDtribntioas: Vt%. 1% (34), 1-3%, 1-S%. l>/l% (S). Z% (IB), 3>/l%, 9% (4). ^-1% (». «% (». 

PobliccDRtribut<aiu:i/iort«cben.Rochutiir(NevYark);ll/i.Oni>lu{Nebnuka);li/tcirtDare.T(«)riu(Kuuu): 
e<iualorl(H.BD(Mo.W»tcbe«ter CwDtv, New York; eqnal. New York City. New Vorlc St&te, Erie, Harrlibars. 
Philadelphia, ScnuitaD(PeiuiiylTU]i«},Peiuii)4Tuiia; twlca acleaB,CliksKo: tbrce tli», Coboca (New York). 
■Retandg: Tn mne of redfcnatlon ; I/iof coDtribution or leaa, >/iwltbaat iatercft (1S),V< wttliotitlBterert,*/iwltli- 
ont tnterat. all wlthoat iotereat (SX all with ioteceat (B)— Brie (FenniylTania). Connecticut. UaHchanetta. New 
Tort City. PeDnaylTwita. 

IntsMgfdtnniiBl:l/larIew,l/t(«),>/4wltlKmtlnteraat,aU wlthontlnteTert(ie),all with tntereat (B)-Brle 
tPennaylTania), ConnectlcDt Ua««chn»ett«. New York (Sty. PenniylTanla. 

In caw of death : l/l wlthoat Interut (isX all without intcrat (4), all with iaterert (Sh- Brie (Pennfylianla), Coo- 
DQCtlcnt. Uanachnaetti. New York City. PcimirlTaiila. 
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TO PENSIONS FOR PUBLIC SCHOOL TEACHERS 

of 25 averages extending from $250 to SIOOOX a frequent requirement being a sum 
equal to the first year's annuity. When It is remembered that various systems appro- 
priate only an amount equal to the teacher's contribution, it will be evident that 
a considerable number of systemB are providing funds that will pay pensions for two 
years only. There is general need, therefore, for further adjustment between the retire- 
ment privileges and the funds that the teachers are able, and the public is willing, to 
provide.' 

As a matter of actual experience, the disbursements of the former New York City 
system, which was established in 1894, b^an to be larger than the receipts in 1910. 
The Teachers' Retirement Fund of New Jersey, established in 1 896, required increased 
income in 1899, 1903, and 1906, and its solvency is still in question. The system in 
Porto Rico, established in 1898, was abandoned in 1905. The Boston system, established 
in 1900, encountered deficiencies in 1914. The Indianapolis fund, established in 1907, 
almost met financial difficulties in 1914. The Maryland fund, established in 1908, had 
to increase its resources in 1912 and 1914. The Virginia system, established in 1908, 
had to reduce its pensions as early as 1913. The Cincinnati fund, established in 19ll, 
had to reduce its pensions inl914. The Illinois system, established in 1915, encountered 
a legislative investigation in the same year. Large privileges, small resources, and the 
lack of adjustment between the two, promise similar difficulties for numerous other 
systems. 

Meanwhile a safer and happier future for pension systems is promised by careful 
and comprehensive studies like those of the Massachusetts Commissions on Pensions 
in 1910 and 1914 and the studies made in New York City and Illinois in 1915, 1916, 
and 1918. 



■ATcnceaBlvlea. 1916-18; •Ml.tSai.laX.IUa.ttTD.IUSW.tel.tUS.tW.tKS.ttBT.ISIie.lBSl.tnvtCMXD.tl 

IBM. ten ttn KM U).tt8h Mb, •MS.trai, ri4. tm, nzt. tiM. tTS«, tTfl, tTM, nn. tree. *i«^ rio. Vns. rffi. ti«4. 1800. 
iBzi, Mm. isM). tsn. tew Cs), Irai. ISH. iMtLlMV. len. IBW. Ken. low, tiosi. tiii2. ti2xa, tiiei, use?, tisn. 

RaprnenUUTc penaioni: «U0 to tW. tUO. tm. Keo to tMO.KOO to IBOO. tUO, Keo to teoo, tSM. 1300 to tS^ 

to tsoo. tni to tsDh test, tnt to iBoo W, tsu to tseo, taeo, tsw to two, t*M <«X tMo to ttso, two to tm U). t4M 
t480 (», iDoo (ID), tm (10). Dm to tioo, tiiw. mm (a). 

Arerage tntal contribatloTw; taw. tno. tSOO (£). t3«9 (1), tSW, IWO (U, ttlC tUO. !«■>. sue, KW, teoo (S). IBOO to (TOO, 

tno. tese, tow (2). t§oa. tiooo. 



d by Google 



d by Google 



BRIEF BIBLIOGRAPHY 

Carnegie Foomdation fok the Advamcemknt of Teachdio> 

The Sixth Annual Report, 1911. Includes discussiona of the moral infiuence of a 
peiuioD system; and ib& obligations of coll^^ in the matter of providing pen- 
sions for teachers. 

77i€ Seventh Amtuai S^>ort, 1912. Includes discuasionsof collie pensions ; pensions 
for puUic school teachers; proposed state systems; local systems; municipal sys- 
tems; industrial pensions; civil service pensions in New South Wales; the Civil 
Service Pension Act of South Airica; contributory and non-contributory pensions; 
subsistence and stipendiary pensions; a feasible pension system for a college; and 
a feasible pension system for public schools. 

T%£ Eighth Annuai Sgjort, 1913. Includes discussions of new pension systems; and 
New York Municipal Pensions. 

TTu Ninth Annval Report, 1914. Includes discussions of pensions for public school 
teachers; industrial pensions; federal pensions. 

T%£ Tenth Annual Report, 1915. Includes discussions of pensions for public school 
teachers; pensions for university professors; clergy pension funds; industrial pen- 
sions; and tabular statements of industrial and institutional pensions and of teach- 
ers pension systems, with a summary. 

7^A< fl^nvn^A ^rmuoZ £epor4, 1916. Includes discussions of insurance and annuities 
for coUege teachers; pensions for public school teachers; New York City Pensions; 
industrial pensions; and clergy pension funds. 

The Tweyih Annual Report, 1917. Includes discussions of insurance and annuities 
for college teachers ; current pension developments ; the Illinois Pension Laws Com- 
mission ; New York City Pensions ; Pennsylvania, Ontario, and Alberta pension sys- 
tems; and pension reporting. 

RuSetin Number Nine. A Comprehensive Plan of Insurance and Annuities for Col- 
lege Teachers, 1916. A discussion by the president of the Foundation of pensions and 
annuities, and life insurance in general and for teachers in particular, with indica- 
tions of the limitations of the Foundation's system and suggestions for the develop- 
ment of a comprehensive and permanent plan, which has since been inaugurated. 

Illinois Pension Laws Commission 

Rtfwri, 1916. Includes discussions ofand actuarial reports on various pension funds 
in minois, pension laws in foreign countries, and a consideration of underlying 
principles and specific recommendations for a revised pension plan. 

' Tbe pnblicstktu of Uw Cunede FmuMlstim are diftribiited wluioat cbsrse. 
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